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THE BATTLE 
of the 
ADVERTISING BUDGET 


The Detroit Chapter of NSBB recently held a joint meeting with the 
Industrial Marketers of Detroit, and the evening was devoted to a 
debate on the subject of the Advertising Budget the participants 
graciously granted us permission to present both sides of the issue 
to our readers. Equal space has been granted the particpants, and 
their remarks have been set down side by side in the following pages. 
The first column represents the advertising man’s viewpoints, and the 
second column (shaded area) is the budget man’s attitude toward the 
advertising budget. (Information contained in the examples is fictitious 
and does not refer to the Dow Chemical Company. 


ADVERTISING DEPARTMENT VIEWPOINT BY: 
Villard J. Hookey 


Director of Advertising 
Dow Chemical Company 


INTRODUCTION: 


The title of this subject ‘‘The Bartle of the 
Advertising Budget’’ is a masterful understate- 
ment of the conflict that swirls around adver- 
tising as a function within the profit structure of 
each of our companies. I regret the conflict be- 
cause conflict basically points up lack of under- 
standing and prejudiced points of view. It seems 
to me that the conflict will not resolve itself 
by semantical means or drawing corporate flow 
diagrams, but by understanding both the scope 
and the limitatidns presently imposed on adver- 
tising and the development of courses of action 
which will give us all better judgement on ‘‘how 
much advertising.”’ 


Let’s start with a description of the function 
of advertising. Mine would read like this: That 
it, within the marketing mix, is to accomplish for 
my company, through mass, paid, non-personal 
communications aimed at informing people and 
persuading them, to take a desired course of 
action that will result in increased profits. You 
may quarrel with the definition — look at what 
happens when you try to get two people to agree 
on what marketing is! 


BUDGET DEPARTMENT VIEWPOINT BY: 


A, R. McCardell 
Manager, Cost Analysis Dept. 
Ford Division, Ford Motor Company 


INTRODUCTION: 


Mr. Hookey has reviewed for us what has been 
called the “task and objective’’ approach to 
advertising budgets, as well as some of the 
techniques of evaluation which can be used 
effectively. The comments I will make are in- 
tended to review the subject of budgets gener- 
ally and then to illustrate and discuss some of 
the questions which a Controller may properly 
ask when reviewing a proposed advertising 
bud get. 


One of the intended by-products of my discus- 
sion is to help indicate that the title of our 
article, ‘‘The Battle of The Advertising Budget,’’ 
somewhat over-emphasizes the situation, at 
least to the extent that it is interpreted to apply 
to the normal relationship which should exist 
between the Sales department and the controller. 


I believe that a Controller who is accustomed 
to administering a well-disciplined financial 
control system is most impressed with two facts 
when he approaches the problem of reviewing an 
advertising budget. First, advertising expenses 
are generally a significant portion of a com- 
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While there are many approaches to building 
advertising budgets, the best one to date isthe 
task-and-objective technique, born during the 
war years when goods available for civilian use 
were restricted and was used as a justification 
for advertising expenditures as a legitimate 
business expense. Its purpose was to avoid the 
“*pone-and-forgotten’’ vacuum created by the 
shortage of civilian goods. I see no reason for 
raising a bastardy charge against this method and 
and forever marking the child. The virtue in the 
task-and-objective method is that it starts from 
the bottom and goes upward because it starts 
by defining the sales objective and generally 
rules out the broad area of the hunch approach. 
It establishes, based on sales objectives, the 
kind and amount of advertising needed to obtain 
those objectives and the running of an adding 
machine to tote up the costs of the required 
advertising. And what comes out of the adding 
machine is the advertising budget. 


It is at this point that the conflict begins — 
the validity of the sales objective itself. There 
is little comfort in the thought that if the sales 
objective is not basically correct then advertis- 
ing expenditures only multiply the magnitude of 
wasted dollars and effort. I hold that Budgeting 
men must audit at the point of origin, the sales 
objective, to prevent further proliferation of 
doubtful or valueless objectives. 


It could be said that since advertising is a 
programmed effort that it generally forces sales 
or marketing people to plan in advance over an 
established unit period, usually of one year’s 
duration. While sales planning is a continuous 
day-by-day process, to secure objectives in a 
deep, orderly and useful manner for the purpose 
of examining whether or not advertising can as- 
sist is not a completely continuousone. 


At Dow we aimto setdown our sales objectives 
in writing, although preliminary oral examination 
with sales is our starting point. This process 
starts in May of the year and culminates in 
September with advertising and promotion strat- 
egy and communicative techniques established 
and priced. Since we are working 12 to 18 months 
in advance of the actual appearance of our adver- 
tising, the minimal requirement is long range fore- 
casting with short range check points. This 
starts with company economic requirements and 


the products’ specific market position and profit 
opportunities. 


Marketing research assists sales in measuring 
and isolating the product sales potential. Many 
considerations go into establishing the sales 
objectives, such as the size, scope, share and 
characteristics of the market, etc. 


When Advertising gets into the act it sharpens 
the examination of the objective by asking its 
own questions. Here’s how a typical skeletal 
structure within our company would look: 


pany’s total cost. Now to the average Controller 
this is a fact which acts as a stimulant, to 
awaken his interest in developing an effective 
budget control system. However, he immediately 
faces a second fact: Advertising in most cases 
is still considered an art, rather than a science, 
and the tools which in other cost areas enable 
the Controller to relate proposed expenditures to 
workload and then measure performance with a 
high degree of precision are almost totally lack- 
ing in the case of advertising. 


I am sure all of you can appreciate the dilemma 
faced by the conscientious Controller when con- 
fronted with these two opposing characteristics, 
and can sympathize with him and understand 
the great strain this places on him. Incidentally, 
if understanding the reason for this strain, any of 
you can go back and treat your finance people 
with greater sympathy, then I will consider my 
commentary on the subject worthwhile. 


Of course, we must remember that our friend 
the Controller is quite correct when he concludes 
that advertising expenditures represent a major 
cost item. A handbook recently published by the 
Association of National Advertisers on the sub- 
ject ‘‘Advertising Budget and Cost Control,’’ 
which incidentally contains an excellent de- 
tailed discussion of this subject, notes that 
advertising expenditures for all American com- 
panies total an amount which is almost one-half 
of total corporate net profits after taxes, and that 
advertising expenditures are approximately 
equal to total dividends. Obviously, expendi- 
tures of this magnitude do have an important and 
direct effect on the profit position of most com- 
panies. 


And our Controller is also correct when he 
considers that advertising is one of the most 
difficult cost areas for management to review. 
It is almost impossible to answer such a basic 
question as ‘‘Are we getting the best value for 
our advertising expenditures?’’ We generally 
find that we know too little about the impact 
of a given advertising program and whether it 
has yielded or will yield sufficient incremental 
sales to be worthwhile. 


In many cases it is found impractical to esti- 
mate in advance the approximate advertising 
expenditures required to successfully market a 
given product, or to evaluate the relative merits 
of different media or different themes. It is this 
lack of an adequate yardstick which, from a 
budget standpoint, complicates control over 
advertising costs. These complications, inciden- 
tally, make advertising one of the most interesting 
areas in which to work. 


WHAT ARE ‘“BUDGETS?” 


Now the problems we have discussed do make 
it difficult to establish an effective budget con- 
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SALES: history, current situation, forecast. 
PATTERN of distribution, markets and buying 


influences. 
COMPETITION 
PRODUCTION capacity (present and authorized) 


and production economies as related to prod- 
uct, Co-products and by-products. 


PRODUCT development. 
PUBLIC RELATIONS and market research plans, 
MERCHANDISING needs. 


Although each product group describes its 
situation in terms peculiar to itself, specific 
information, such as the following is uniformly 


helpful. 


Sufficient data to establish trends in sales 
such as actualor projected sales in pounds 
or dollars for 1957-58-59. 


What is the number of present customers 
and what percent of the total number does 
this represent? 


What type of distribution is used and who 
are the customers? 


To what industries do we sell and who are 
the customers? 


What people (by function) influence the 
purchasing decision? 


What, where and by whom is competition? 


Are there extenuating circumstances or 
factors which should be given consideration? 


Are there geographical or seasonal factors 
influencing’ marketing, advertising or pro- 
motional activity? 


What new products, ours or competitive, 
will affect planning? 


Are there real, or imagined, consumer or cus- 
tomer prejudices or obstacles to be overcome? 


What is the proposed deployment of sales 
manpower for the coming year? 


If I had the available space, I could flesh this 
out for you. We do flesh it out to a tremendous 
degree in actual practice. Against these questions, 
before advertising role can be defined, we apply 
some important yardsticks. One, for example, is 
the products sensitivity to advertising aid. This 
is a difficult factor but of prime importance. In 
its most identifiable form it appears as ‘keeping 
our name in front of the public.’’ In its least iden- 
tifiable form it appears as a support to a com- 
modity with no sales differential --- principally 
the result of ‘‘habit advertising.”’ 


I would like to add another dimension — the 
velocity factor of the sale. Velocity varies with 
type and kind of product. It is the measurement of 
the differential between the point of arousing in- 
terest in the product and its actual purchase or, 


trol system over advertising expense, but it is 
certainly far from impossible and none of us 
are prepared to give up at this point. However, 
before discussing advertising in greater detail, 
and then show how the advertising budget fits 
into the total company budget system. 


First, what is ‘‘budgeting?’’ One simple 
definition which helps remove the mystery some- 
times attached to budgets was included in an 
article written by Ernst E. Barenther, Controller 
of the Philco Corporation, and published in the 


October 1957 issue of the N.A.A, bulletin. or 
““SOUND BUDGETING, IN ESSENCE, IS NOTH- 4 
ING MORE THAN PLANNING. IT IS THE Co- . ‘9 
ORDINATION, AND EXPRESSION IN DOLLARS ang 
AND CENTS, OF THE FORWARD PLANNING OF Dy 
ANY ACTIVITY.” 
Most companies find that budgets are a dis- ge "4 
tinct advantage simply because they require each 
activity to make plans in a much more detailed fcuk ; 
fashion than would otherwise be the case. The a E 
advantage of these detailed plans is that they |. eee 
permit advance review of any action before it 
has been irretrievably committed, and provide | 


automatically for the discussion and reconcil- 
iation of any divergent points of view which 
might exist at different levels within the organi- 
zation. 


Since budgeting is really nothing more than 
planning, and since each of the specialized 
activities in a business can be assumed to be 
technically competent enough to do its own 
planning, it might be appropriate to ask our- 
selves why the Controller is so often involved 
in planning, or budgeting. Of course a large 
part of the answer is that if planning is good 
for one activity, it is probably good for all 
activities in your company. 


Someone is needed, then, to coordinate and 
summarize the individual budgets, including the 
advertising budgets, and apply the perspective 
and judgement which can best be supplied by 
an impartial advisor generally familiar with all 
aspects of the business. 


The Controller is normally given this assign- 
ment because he has responsibility for all fi- 
nancial data and therefore is familiar with most 
areas of the business, and because he has the 
accounting information necessary to prepare the 
reports which should be issued subsequently to 
show current performance against the approved 


budgets and — this is important — against the 3 
objectives which it was planned would be , “Te 
achieved by spending the amounts budgeted. Che ARE 
This last point deserves a little more com- 3 
ment. It is not enough to simply prepare a bud- e “ 
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as is the case of many industrial products, incor- 
poration into any product or process. The lowest 
velocity product manufactured by Dow, for ex- 
ample, is Dowtherm, a heat transfer medium used 
in place of steam for more even control of tem- 
perature. From the time product interest is aroused 
to the incorporation of Dowtherm in the cus- 
tomer’s process is around five years. Saran Wrap 
is an example of high velocity product. Twenty- 
five feet of Saran Wrap doesn’t last very long. 
The velocity factor is an immense consideration 
in afriving at scope of the advertising problem. 


Another important consideration is the maturity 
factor in a products life. When the product nears 
Saturation point and its share of market is static 
or declining, you will find a similar decline in 
selling and advertising efficiency. Either new 
strategems are indicated or the same advertising 
dollars must be shifted to areas of greater sales 
opportunity. While we follow both approaches, 
there is much evidence that we receive a better 
return on the latter method. 


- PRODUCT LINE 


DECREASING EFFORT INCREASING EFFORT 
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Since our advertising dollars always seem to 
run out before our ambition does, we constantly 
seek techniques of measurement to apply adver- 
tising assistance where our return is likely to be 
the greatest. An example of this is ourterrifyingly 
long chemical product line. We approach the 
problem with an eye to three major factors: 


ECONOMIC IMPORTANCE 
SENSITIVITY TO ADVERTISING 
MARKET BREADTH 


We assign a rating figure to our master list of 
chemicals. The letter value of A has five points, 


get proposal for your management, indicating the 
amount you wish to spend and how you wish to 
spend it. Any well-disciplined budget system 
requires that you also idllicuee the results you 
plan to accomplish with this expenditure. For 
example, your manufacturing manager commits 
that for a given dollar budget level he will pro- 
duce a given number of units at a given quality 
and in a given time period. 


In a like manner, any marketing budget should 
be based upon a volume level which is consistent 
with total company objectives and which contains 
a suitable task for the Sales department. 


Marketing budgets, of course, are a part of 
the company’s total budget position. I have used 
the term ‘marketing budgets’’ to help indicate 
that the successful sale of a company’s prod- 
ucts represents one distinct function, and that 
this sales function, this marketing function, can 
usually be performed through varying combinations 
of different methods, such as advertising pro- 
grams, sales promotion and sales contests, or 
changes in the number of sales personnel and 
the direct customer contacts which they may 
make. 


The problem facing a sales manager is to un- 
derstand the specific sales objective which is 
required, and then determine which combination 
of the various sales methods available to him, 
including advertising, will yield the desired 
results at a minimum total expenditure. It is for 
this reason, and let me emphasize this, that a 
proposed advertising budget should always 
be viewed in light of the decisions being made 
on other methods of merchandising a product. 


Let us back up a minute to summarize the 
ground we have covered so far: Sound budgeting 
is nothing more than planning, and this planning 
should cover all aspects of the business. Each 
proposed plan, or budget, should include a state- 
ment of the intended results these cost levels 
are expected to produce. 


We also noted that the marketing budget is 
one of the areas covered in total company plan- 
ning, and that this marketing budget generally 
has a planned advertising expenditure as one of 
the coordinated means available to the sales 
objective. 


Now let us look at some of the steps which 
are appropriate in building an advertising budget. 
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B three points, C two points, D one. We then 
add all letters together to give an over-all basis 
for comparison and final emphasis for advertising 
strategy. 


Here’s what such a list looks like: 


Economic Sensi- Market 
Product Importance _titivty Breadth Points 


Ferric Chloride 
Ethylenedi amine 
Epichlorohydrin 
Diethylbenzene 
Chloroacetaldehyde 


A A A 

A A A 

B A A 

B A A 

B A A 
Bromocyclohexane A C A 12 
Anthranilic Acid C A A 12 
Ally! Alcohol C A 12 
Lithium Bromide B a B ll 
Kuron B B A ll 
lodine B A B ll 
Hydrobromic Acid A C C 9 
Glycine, N.F. B B B 9 


When our questions are thoroughly answered, 
the assistance needed to carry out sales objec- 
tives has been sufficiently defined. We know 
our strengths and weaknesses, where we are 
failing to communicate in sufficient depth, the 
competitive pressures and the shape and number 
of the people whose decision will affect our sale 
of our products. 


This information guides and, to a large degree, 
dictates the specific communicative techniques 
because the examination of sales objectives 
tends to isolate and categorize where we should 
talk and where we should be silent. Media re- 
search determines what combination of advertising 
vehicles will carry a product story to the largest 
number of good prospects. We depend, too, upon 
such research for the apportionment of our effort 
for space advertising, direct mail, trade shows, 
etc. 


Media research when intelligently done, is the 
key to the specific allocation of dollars. I say 
‘‘when intelligently done’’ because of the com- 
petitive welter of conflicting claims and counter 
claims of the media people themselves that com- 
pels us all to work harder at the isolation of 
facts than we should. I realize the necessity for 
media competition, but I am constantly bewildered 


by the confusion of measurement values thrown at us. 


The number and type of publications is dictated 
by media research against our objectives and the 
dollars available to assist in achieving those 
objectives. We know who, where, why and how 
many, so the area of option of the communicating 
media is reasonably narrow. 


The determination of the density of our adver- 
tising falls into both the pre-budget period and 
the post costing period. It is desirable to never 
fall below a minimum threshold of frequency of 
appearances since to do so reduces the efficiency 


STEPS IN DEVELOPING THE 
ADVERTISING BUDGET: 


1. Determine general ground rules and 
responsibilities 


2. Accumulate all pertinent historical 
facts and projections of future market 
conditions 


3. Establish sales objectives 


4. Determine basic marketing strategy, in- 
cluding role to be played by advertising 


5. Determine advertising strategy 
6. Cost out the advertising 


7. Prepare formal presentation 


It is obvious that one of the very first steps 
is to determine the general ground rules and to 
assign responsibility for budget development. 
It is important to include a time schedule show- 
ing the required completion dates for each step 
in the budget development period, and to assign 
responsibility for different stages so that the 
agency as well as each activity within the Sales 
department will clearly understand its duties, 


This first step, in other words, is a planning 
requirement which must be completed prior to 
the point at which actual work is started on the 
budget proposal. 


At this time it is important for the Sales 
department to review all of the accumulated data 
which relate to historical marketing experience 
and projected future market conditions. These 
data should be planned and obtained in advance 
of the budget preparation period, and should 
include such information as national economic 
data, market, advertising and consumer research 
studies, company and competitive sales data, 
competitive advertising costs, sales forecasts 
and analyses of prior period budget perfor- 
mance. 


Once these facts have been thoroughly analy- 
zed, the Sales department should develop the 
proposed sales objective which we mentioned 
earlier, and the sales manager should make 
sure that all of his people clearly understand this 
objective and what is expected of the organization 
during the coming year. The objective should 
represent a course of action cleared in advance 
with company management, and should be based 
upon such facts as past performance, what 
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and value of the advertising investment in total. 
We all live on the side of the minimum threshold 
because everyone of our prospects and customers 
is being beaten over the head in the market place 
with an ever increasing number of advertising 
messages on all kinds of subjects. Competition 
often determines frequency. Newness of product 
is another determinate. McGraw-Hill and other 
studies have told us how often we can repeat the 
same advertisement before its interest level 
decays to a dangerous low. Our own research 
indicates that less than a six times per year 
frequency is ineffective in getting inside of our 
prospect’s skull and staying there. 


The cost of producing the advertising itself is 
always the puzzler. If you budget this aspect at 
too low a level you endanger, like the lack of 
proper frequency, the total advertising invest- 
ment. The only accurate measurement ‘s that 
amount which gives me optimum readership for my 
exhibit; a better opportunity to have my direct 
mail pause long enough between the prospect’s 
secretary and the prospects’ wastebasket to 
plant my message. What does that add up to? 
Just this -- the necessity for offering your wares 
at their very best calls for great creative talent. 
These men are worthy of the hire. We budget 
against this objective. 


The ‘‘objective’’ part of the task-and-objective 
approach generally narrows itself into four major 
categories: 


1. Direct selling to customer off-the-shelf where 
the advertiser maintains his identity throughout 
distribution. 


2. Direct selling to a second party where the 
advertisers’ product loses its identity. We cali 
this the ‘‘gozinta’’ problem and it can be charac- 
terized by the need to originate sales leads. 
Advertising’s role is to reduce smoke stack hunt- 
ing to potentially profitable situations. 


3. Reputation building --- what is currently 
called ‘‘building of corporate image.’’ 


4, Market expansion for the product where the 
manufacturer is a raw materials supplier. Some- 
times industry associations carry the load. 


These objectives frequently occur in combi- 


nation, principally when used in horizontal media 
rather than vertical. 


WHAT NEXT? 


So far I’ve been discussing organizing and 
pricing advertising objectives and strategy. So 
we've talked with the marketing people and found 
out what they wished to obtain, we’ve calculated 
our best answer from a series of possible alter- 
natives, we've priced the plans and got the money 


new products are to be added, which of the older 
products are to be emphasized, the extent to 
which productive capacity may set maximum 
sales limits on individual products, whether 
significant changes in selling price are con- 
templated, and so on. 


After the sales objectives have been deter- 
mined, step four requires that top personnel 
within the Sales department agree upon basic 
marketing strategy and the role to be played 
by advertising as well as each of the other 
marketing tools which are available. In other 
words, how can the sales objective best be 
met in terms of minimum cost; is it cheaper, for 
example, to increase advertising expenditures 
and reduce the number of direct contacts with a 
customer and the costs which are incurred in 
that manner. 


GROUND RULES 


All of this preliminary work within the Sales 
department will result in some general ground 
rules for the advertising budget which will 
help insure that the final detailed advertising 
proposal will be an integral part of a coordi- 
nated marketing plan. 


It is now possible to develop step five, which 
requires that the detailed advertising strategy be 
established, and consequently this is the point at 
which advertising objectives, campaign strategy, 
theme, copy appeals and so forth must be decided 
upon. This is most logically done in conjunction 
with step six, costing out the advertising, in 
order to make sure that the total costs are con- 
sistent with the preliminary amounts allocated 
for advertising. 


The last step of course is to prepare the for- 
mal budget presentation. Ideally, this should be 
done in a manner which clearly summarizes. the 
role of the proposed advertising expenditures as 
an integral part of the total marketing approach. 


In addition to this summary, designed to add 
perspective to the advertising proposal, the 
presentation should clearly detail the more im- 
portant features of the budget, describe the 
market problems which are being met, refer to any 
advertising research which is appropriate, and 
make comparisons and provide explanations of 
the proposed differences from prior actual costs 
and prior budgets. Very often it is found desir- 
able to use the advertising budget review as a 
vehicle for reviewing media, themes and sample 
copy. 

4" should be rather obvious that the steps in 
preparing an advertising budget are in them- 
selves not complicated or mysterious. The bud- 
get is simply the formal expression of a plan- 
ning process which any sales activity should be 
continually engaged in. The preparation of a 
formal budget merely insures a higher degree of 


in our pocket and the show is on the road. What 
now? The obvious answer in this day and age 
is ‘‘relax -- it’s over until next year.’”’ 


I don’t think you'll find any advertising man 
reading this article who agrees with that obvious 
answer because he knows that his future status 
depends on finding out whether the plans he 
labored over worked the way he planned them. 
He applies as many evaluation techniques as his 
management will supply funds for; where this 
fails, he borrows and he can borrow an awful lot 
these days. 


We believe that the advertising evaluation pro- 
gram is characterized by long range objectives 
with short range check points. You will recall 
that I used that same phrase a while ago in de- 
scribing the minimal requirement of our sales 
forecasting. 


There is no beneficial purpose, as we see it, 
to concentrate an evaluation program on only the 
short range check points. In my opinion, the short 
range check points are the effectiveness of the 
copy, the layout, the appropriateness of the 
media used, the accuracy of the direct mail list, 
the TV program rating, etc. 


Nor does it serve to concentrate only on the 
evaluation of the long range objectives such as 
the testing of principles, the gathering of market 
information, motivations, or the state of the 
national economy. A judicious combination of 
each is essential with the ratio of emphasis 
between long range and short range being de- 
pendent upon the specific market, the specific 
product, the sales objective, the marketing 
strategy, the advertising tactics, and even the 
tenor of the economic or the social conditions. 


It is popular today among many so-called 
advertising men to decry the confusion of com- 
bining evaluating techniques and to damn all 
efforts as incomplete, inadequate, and unreliable. 
We offer the thought that this is only an excuse 
for not carrying out any evaluation and is an 
easy answer for those who do not comprehend the 
enormity of the researcher’s problem and the 
tremendous demands which both we and you are 
placing upon him. 


If you will recall in my personal definition of 
advertising, the key verbs are ‘“‘inform’’ and 
““persuade.’’ When the physiologist or the 
sociologist fully comprehend how man is “‘in- 
formed’’ and ‘“‘persuaded’’ the advertising re- 
searcher will have all the answers. Until then, 
we must accept the understandable limitations 
in our knowledge of basic human behavior and 
their relationships to all recognized advertising 
techniques. Common sense and personal judge- 
ment which our Management expects us to exer- 
cise in our business operations are applicable 
in this field of research. 


coordination and more attention to details than 
might otherwise be the case. 


Let us now look at the type of review which 
is likely to be given this proposed advertising 
budget when it reaches the Controller. What is 
the Controller looking for in his review? 


POINTS TO CONSIDER WHEN REVIEWING 
PROPOSED ADVERTISING BUDGETS: 


1. General adequacy of the planning function 


2. Relationship of research funds to total ex- 
penditures 


3. Relationship of short-range to long-range 
objectives 


4, Degree of flexibility 


5. Expenditures detailed by media and by 
product: 


- as a working plan for issuing purchase 
orders 


- for purposes of subsequent control re- 
ports 


6. Do cost estimates include all possible cost 
savings? 


7. Historical experience and competitive ad- 
vertising expenditures 


8. Relationship to total marketing plan 
9 Relationship to total company objectives 


10. Clarity of presentation 


First, what is the extent of the planning upon 
which the proposal is based, and is it adequate? 
An answer to this question involves, for ex- 
ample, a review of the various levels of manage- 
ment which participated in the budget develop- 
ment. Did qualified individuals work on the 
various technical phases of the proposal? Does 
the proposal reflect the thinking of each level of 
management, and were any alternatives reviewed 
before final decisions were made on media, 
frequency, themes, etc.? Is there a unanimity of 
opinion within the Sales department? Were the 
decisions based upon accurate and reliable 
data? 


Questions of this type are designed to deter- 
mine the general competence with which the 
planning function was done, and are intended to 
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EVALUATING THE PLAN 


With this philosophy in mind, here are some 
of the components of evaluating an advertising 
plan. 


For the short range check points, or in other 
words, the immediate effect which advertising 
may have you can turn to reaction from the trade 
or the market place. This reaction can consist of 
salesmen’s reports, distributor or customer 
reactions and even letters of commendation 
(believe it or not, these are sometimes written). 
Inquiry activity is another measure of direct 
effect. Depending upon the sales objective, the 
quantity and quality of inquiries can be a prac- 
tical measure of she effectiveness of advertising. 
Sales action after receipt of inquiry is equally 
important and can indicate the degree to which 
the customer was informed or persuaded. 


Another short range check point can be the 
factory sales index both before, during, and after 
an advertising campaign. 


The evaluation of advertising techniques both 
on a pre-and post- basis are part of the evaluation 
program. The testing of copy,of layout, of art, or 
media are all important aspects of the program. 
This research can aid us in finding out whether 
our advertising is being read, how much and how 
well. It also gives an indication of what causes 
the reader to stop and look at our advertising. 


On the long range side of the fence there is 
motivation research which helps us to determine 
what motivates the prospect, what excites him 
and, more important, what leads him totake action 
which will result in the sale of our product. This 
much-maligned aspect of advertising evaluation 
can be of great assistance not only during but 
more importantly prior to the determination of a 
specific advertising tactic. It should be a con- 
tinuing program to enable the advertising man 
to discuss the creation of more effective com- 
municative techniques. The obvious and the 
superficial are many times misleading. Motivation 
research can help to supply some of the answers. 
A further use of motivation research is to indicate 
whether our advertising is solving the reader’s 
problem and identifying his interest with ours 
or, conversely, ours with his. 


In our efforts to move people so that they will 
feel well disposed to us and buy what we have to 
sell, it is evident that the more closely we look 
into the most cogent and urgent motives and 
conditions working in people, the better our 
chances to persuade them in our favor. 


Another long range evaluation technique is in 
the more specific area of product preference. 
Here a continuing program should be maintained 
not only to determine the purchasing preferences 


make sure that the budget proposal is not simply 
a list of things which the advertising people 
would like to do and which was drawn up with 
the assumption that the finacial planners or 
company management would later determine how 
much of it can become reality. 


A second point of major importance concerns 
the relationship of proposed advertising research 
funds to the total proposed advertising expendi- 
tures. We commented earlier that advertising 
is probably more of an art than a science at the 
present time, and therefore we feel that a well- 
balanced advertising budget should make some 
provision for advertising research. As a matter 
of fact, the principal hope for developing a sound 
method for planning and controlling advertising 
costs lies in improved measurement, comparable 


to that which exists in other cost areas. Thus, 
proper research represents one of the final steps 


ultinately necessary for scientific budgeting. 


A third point which company management is 
frequently interested in, and which the Con- 
troller will therefore consider in reviewing an 
advertising budget, is the relationship of funds 
allocated to short-range versus long-range adver- 
tising objectives. This might be a good place for 
me to point out that in asking questions of this 
type the Controller is not trying to substitute 
his judgement for that of the advertising people. 
He is simply attempting to ascertain that thought 
has been given to this question, and that the 
final decision by the advertising people was 
based upon as many facts and as much logic as 
possible. It is always difficult to conclude that 
a budget proposal is adequate if the people 
preparing the proposal have difficulty in ex- 
plaining the logic upon which it is built. 


A fourth factor involves the degree of flexi- 
bility contained within the budget, particularly 
in an industry subject to wide changes in de- 
mand. To the extent that it can be done without 
seriously disrupting an otherwise sound adver- 
tising program, the Controller will expect that 
an attempt be made to avoid having the bulk of 
the advertising funds planned in media which 
require a long lead time or which are subject 
to heavy cancellation costs. This will help 
provide the flexibility required to either change 
the direction of planned programs and media or 
to reduce total expenditures, if such changes are 
subsequently dictated by the market. 


Item number five is a more obvious point for 
review: Expenditures should be detailed by 
media, by program and by product, and should be 
calendarized in such a way that the timing of the 
proposed expenditures is available. This detail 
is important for several resons. First, if the 
budget has in fact been developed as a detailed 
and workable plan and has been well thought 
out in the fashion we have just described, after 
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and methods of our prospects but also be aware 
of any changes which may occur in this area. 


These are a few of the basic evaluation tech- 
niques available to the advertiser. There are as 
many variables to these basic tools as there are 
research organizations, There is no ready-made 
evaluation program. Each program is custom 
tailored with all available measurements brought 
to bear on the specific product and the specific 
marketing strategy. Lest you feel that evaluation 
of an advertising plan can be reduced to a scien- 
tific formula and resultant numerical equation, 
let me indicate only one area where numbers can 
be fallacious. 


It is easy to conclude from ad testing that the 
ad which nets the most read, most noted, most 
remembered -- is the one which stands the highest 
chance of getting itself across. Our work indi- 
cates that this might be the case only in those 
instances where the ad meets the ends the 
audience itself values most. 


There appears to be a subtle fallacy in much 
ad testing research. Namely, that since an ad, 


like a person who is well liked, tends also to be 
most remembered, therefore if you find an ad 
(or a person) which is most remembered -- this 


indicates ipso facto that the ad has made the 
greatest impact possible. 


Neither logic nor everyday observations support 
this fallacy. Yet it is made every day. You 
might hate a person and therefore remember him. 
You might feel neither very much annoyed nor 
moved by an ad -- yet you are attracted by the 
vividness of its art work, the originality of its 
layout, and the lilting tone of its prose. You 
therefore note it, look at ita lot, and even re- 
member its message long after you come intg its 
presence. Does this necessarily move you to do 
anything about it? 


The fallacy of thinking that because a favor- 
able response to an ad is likely to be associated 
as the one that touches home to the deepest cen- 
ters of the person--would probably never arise 
if advertisers clearly bore in mind that there is 
a vast difference between attention-getting means 
and attention-compelling ends. 


I have not attempted to relate the specific 
units of evaluation to each category of objectives. 
Space will not permit it. But they are reasonably 
readily associated and serve principally as a 
criteria for improving techniques of communi- 
cation rather than empirical measurement of the 
ability to produce profit. 


RELATIONSHIP TO COMPANY GOALS 


To stop here would leave me in the position 
of sitting duck for the gentlemen carrying duck 
hunter’s guns and with a duck hunting license 


approval it can become a sort of master plan- Aceie 
ning schedule and, for example, may be used hg ai 9 
as authority for issuing purchase orders. Also, Hess 
as changed market conditions dictate changes in 
the advertising approach, it can be used as a 
ready reference to determine any previously ap- 
proved programs which can be eliminated to make 
funds available for new programs which now seem 
desirable. 


Also, the Controller requires adequate sup- 
porting detail in order to facilitate the various 
control reports which will be necessary during 
the budget period. For example, one of the key 
reports which should be maintained is a com- 
mitment status report, a report which shows not 
only actual expenses to-date compared to the 
year-to-date budget allowance, but which also 
includes a provision to show the extent to which 
funds have been committed even though as yet 
un spent. 


Item number six is also some what obvious. 
During the review period it should be determined 
that all cost estimates are at the lowest attainable 
levels, and that cost savings such as quantity 
and cash discounts have been reflected in the 
budget. This insures that the budget has an 
appropriate task, and that a budget overrun will 
exist if efficient programming is not maintained. 


A more formal type of review with which most 
of us are familiar is contemplated in the seventh 
point. This involves an examination of all his- 
torical advertising expense within the company 
as well as of the expenditures which are made 
by competitors. At this stage in the review pro- 
cess it is necessary to compare the proposed 
expenditures to prior levels and competitive 


levels, and indicate the specific areas in which 
the proposed budget reflects changes. These 
changes should then be accompanied by appro- 
priate explanations which detail the reasons for 
the changes, in such a manner that they can be 
easily and quickly reviewed by company manage- 
ment. 


Points number eight and nine are closely re- 
lated to this, of course, since the explanations 
for any changes in advertising programs should 
be completely consistent with the previously de- 
veloped approach to the total marketing problem 
and objectives. Likewise, the total marketing 
problem and objectives should in turn be related 
to the general objectives established for the 
company in total. 


The tenth and last point is also worth mention. 
One of the objectives of the Sales department as 
it prepares the budget and of the Controller as he 
reviews the proposal, should be to make the final 
presentation as clear and concise and as inform- 
ative as possible, There is nothing quite so 
effective as a poorly constructed presentation — 
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issued by the front office. This license entitles 
them to draw a bead on me and demand that I 
reveal with proof positive that my advertising 
strategies will produce profit for my company 
and to question, relatively, the reason for my 
existence in this vale of tears. The duck hunter, 
better known in these parts as the Budget Di- 

rector, places advertising in a new defensive 
posture. But since advertising people are rea- 
sonably accustomed to striking new defensive 
postures practically every day, it might behoove 
them to pose a question that strikes at the heart 
of the matter. The question: ‘‘How legitimate are 

the questions asked by Budget Directors about 
advertising?’’ This question is a legitimate one, 
Since it seriously concerns itself with the prof- 
itability of all parts of the selling mix. An eval- 
uation of each of the parts will give advertising its 
proper relationship as a measureable profit 
producer. 


At Dow we divide the selling mix into personal 
and non-personal (not, however, impersonal) 
factors. On the personal side is the primary Dow 
salesman, our distributors, technical service, 
research; and onthe non-personal are advertising, 
product publicity, marketing research. Where 
industrial goods are concerned, this broad divi- 
sion of the selling factors is fairly consistent. 


If Management is to intelligently approach its 
profitability picture, then it must apply a profit- 
metric measurement against all elements. The 
Budget Directors who drive toward this goal will 
be of immeasureable assistance in the develop- 
ment of both the qualitative and quantitative 
values of advertising. In advertising we are be- 
ginning to develop the research tools to tell who, 
where, what and how-well; but we also recognize 
these indices fall short and that we need help. 
And I think you budget gentlemen are the critical 
key. 


if you want a final management decision to be 
based upon misunderstanding and misconceptions, 
and if you want a well-thought out proposal to 
run the risk of being changed in such a fashion 
that it becomes unworkable and inconsistent with 
other approved programs. More often than not, a 
poor budget decision is the direct responsibility 
of those presenting the budget, rather than top 
management. 


CONCLUSION: 


We have discussed at some length budgeting 
in general, the role of the Sales department in 
preparing an advertising budget proposal, and 
have also covered some of points which the Con- 
troller will consider in his review of the proposed 
budget before it is submitted to company manage- 
ment. 


I would like to close my article with a defini- 
tion of ‘‘Budgetary Control’? which I feel effec- 
tively summarizes our discussion and which is 
completely applicable to advertising expenditures. 
This definition is not original. It was developed 
some time ago at a seminar held by the American 
Management Association, during a session in 
which the members were attempting to define 
‘“Budgetary Control.’’ 


““‘BUDGETARY CONTROL IS MANAGEMENT 
THROUGH MEASUREMENT OF ACTUAL PER- 
FORMANCE AGAINST PLAN. IT INVOLVES A 
CONTINUING CO-OPERATIVE EFFORT TO AD- 
MINISTER THE AFFAIRS OF THE ENTERPRISE 
SO THAT THE PLANNED OBJECTIVES ARE 
ACHIEVED, IF POSSIBLE, OR THAT THE NEC- 
ESSARY ALTERNATIVE ME ASURES REPRESENT 
THE CONSIDERED AND ENLIGHTENED BEST 
JUDGEMENT UNDER THE NEW CIRCUM- 
STANCES.”’ 


“lf we could first know where we 
are and whither we are tending, we 
could better know what to do and how 


to do it.”” 


— Abraham Lincoln 
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By: A. R. Cahill 
Vice President — Finance 
International Minerals & Chemicals Corp. 


SHORT 


and LONG TERM FINANCING 


Not the Determination of the Need, but rather a descriptive article of the types of 
financing available for solving the various cash problems faced by Businesses is 
the theme of this article. As sales volume increases, following a period of low 
earnings, the fundamental need for operating funds is a very real problem for 
many companies today. The author reviews and gives his appraisal of the numer- 
ous solutions available to companies in need of additional operating funds — both 


for the short term and the long term. 


You will recall that Hydra was the nine-headed 
monster that Hercules fought and finally slew, but 
as each head was cut off, two grew back im- 
mediately in place of the one that had been am- 
putated. It seems that almost everything encoun- 
tered in business today, whether it be budgeting, 
financial management, selling or other phases, 
reacts similarly. As promptly as problems are 
resolved, others replace them immediately. There- 
fore, let us bear in mind the many circumstances 
which affect all phases of business while dis- 
cussing short and long-term financing. 


First, let me lay some ‘‘ground rules’’. We 
will consider ‘‘Short-Term Financing’’ as being 
for one year or two years, that period of time in 
which detailed budgets can be considered to be 
reasonably correct; and ‘‘Long-Term Financing”’ 
as being for that period of time subsequent to 
the short term, which requires a great deal more 
crystal ball gazing and is obviously more com- 
plicated and subject to greater variation hazards. 


SHORT-TERM FINANCING 


Short-Term Financing certainly is not as com- 
plex as long-term. It encompasses one or two 
years, or the immediate, foreseeable future. 
However, if in the preparation of budgets each 
year we do notdo a good job of planning the short 
term, we may never have the oprortunity to re- 
quire the long-range type. 


Now, how are we to become aware of the need 
of short-term financing and what are the means of 
of accomplishment? 


In answer to the first part of the question, 
‘*How do we know?’’, a look at the projected pro- 
fit and loss statement, projected balance sheet, 


cash flow charts, etc. as prepared by the 
Budget Department should point out the prob- 
able need and timing for financing. The means to 
be used to accomplish the tinancing can be bro- 
ken down into (a) Plans Of Action Within The 
Organization, and (b) Plans Of Action For Help 
From Outside Of The Organization. 


PLANS OF ACTION WITHIN THE ORGANI- 
ZATION: 


1. Reduction of investment in inventories by 
curtailed production, decreased rate of pur- 
chasing raw materials, or sale of finished 
goods. 


2. Reduction of investment in receivables can 
be accelerated by giving cash discounts if you 
can afford it; or by giving anticipation interest to 
encourage customers to pay sooner. 


3. Defer capital or large maintenance expendi- 
tures where feasible. 


4. Carefully analyze assets, such as land, 
buildings, etc. to see if they are being fully 
utilized. If not, possibly some of these can be 
sold, rented, or used more efficiently. 


These are internal situations that may provide 
either a partial or a total means of financing. 
It should be added that careful analyses of these 
elements should be a continuing process to avoid 
sterilizing funds in inventories, receivables, 
properties, etc. 


PLANS OF ACTION OUTSIDE OF THE ORGANI- 
ZATION: 


If the sources of funds from within the organi- 
zation are insufficient outside financing may be 
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sought from banks, finance companies, factoring 
organizations, field warehouse companies, and 
other lenders. 


(1) BANK LOANS: A large or a smal! company 
with a good credit rating will encounter little dif- 
ficulty in obtaining an unsecured bank loan for 
reasonable seasonal needs. 


(2) FACTORING, OR ASSIGNMENT OF AC- 
COUNTS RECEIVABLE: Companies with inade- 
quate working capital, poor credit reputation, and 
smaller growth companies may encounter dif- 
ficulty in obtaining unsecured credit sufficient 
for their needs. In such instances the company’s 
receivables may be assigned or ‘‘factored’’. The 
proceeds from the collection of receivables can 
be pledged to a bank, a finance or factoring com- 
pany. These arrangements generally provide 
mechanics to insure the remittance of payments 
directly to the lender rather than to the borrowing 
firm whose receivables have been pledged. While 
this method of financing is not especially desir- 
able, it is a means to secure working capital when 
the need is dire enough. 


(3) INVENTORY LOANS —- USE OF FIELD 
WAREHOUSE: Companies may avoid tying up 
needed funds in necessary inventories by bor- 
rowing against such inventories. The use of the 
services of field warehouse companies is fre- 
quently overlooked as a means of such financing 
to secure funds. The advantages of using field 
warehouses should be explored by companies who 
manufacture for highly seasonal sales. A field 
warehouse basically is a means of pledging inven- 
tories as collateral to a loan. Such loans may be 
against raw materials needed at a plant site by 
the manufacturer or borrower and/or the loans 
and field warehouse device may be in connection 
with finished goods of the manufacturer and bor- 
rower. Briefly the mechanics of the field ware- 
house loan are as follows: 


The manufacturer or borrower receives a com- 
mitment from a bank or finance company to lend 
funds with certain segregated inventories pledged 
to the lender as collateral against the loan. A 
field warehouse company may be called into a 
plant to segregate specified inventories within 
wire enclosed areas. The field warehouse com- 
pany, with a bonded clerk in charge, issues 
warehouse receipts for the exact quantities of 
materials that are stored in the designated en- 
closure. The warehouse receipts are delivered 
to the lender who in turn makes agreed upon 
advances of funds to the manufacturer holding 
the receipts as collateral against the loan. From 
time to time, and as the manufacturer of bor- 
rower withdraws raw materials to put into the 
manufacturing process or withdraws finished 
goods for shipment to customers, the manufac- 
turer or borrower pays the lender for the goods 
released from the segregated area and in turn the 


lender releases warehouse receipts as collateral. 
The receipts are returned to the borrower who 
presents them to the field warehouse company as 
evidence of payment and as authority to release 
goods from the field warehouse. Banks and field 
warehouse companies are accustomed to develop- 
ing such arrangements and can counsel as to the 
costs and mechanics. 


SEASONAL SURPLUS FUNDS 


As contrasted to borrowing funds there may be 
companies who have surplus funds during certain 
periods of the year. Many businesses are highly 
seasonal in their cash position. The number one 
obligation here is to replenish bank balances 
when funds are available at a reasonable level to 
compensate the bank for carrying lower balances 
at times whenthe business is short of funds. That 
treatment is equitable to the bank and in the long 
run, may save the firm money if done in a judicial 
manner. This action does not mean that the bal- 
ances have to be excessive, but merely high 
enough to compensate the bank for the services 
in handling your banking activity during the low 
balance period. 


After an adequate bank balance has been estab- 
lished, it will be well to consider in what se- 
curities the business can invest surplus funds for 
income, while at the same time offering easy co- 
ordination with the company’s projection of cash 
needs. 


1, 90-DAY TREASURY BILLS: Obviously 90- 
Day Treasury Bills should be the first consider- 
ation. Rather than purchasing the bills in the 
open market each time surplus cash is avail- 
able, you can arrange to purchase or subscribe 
for new issues in the amount desired each Mon- 
day morning. Your bank will do this for you 
through the Federal Reserve Bank in your dis- 
trict. The company will improve its yield by 
following this practice since the price will gen- 
erally be lower than if purchased in the open 
market. Delivery of and payment for the bills 
is on the Thursday following the Monday subscrip- 
tion date. If your projection shows that the com- 
pany should need money in less than 90 days; 
for example, in 30 days, then you may buy in the 
open market outstanding Treasury Bills having a 
maturity near to the approximate date when the 
business will need funds. 


2. COMMERCIAL PAPER: Another medium 
for investment consideration is Commercial 
Paper, which generally yields slightly higher 
interest rates than do U.S. Treasury Bills. Com- 
mercial Paper is issued by many large companies, 
such as General Motors Acceptance Corporation, 
Sears Roebuck & Company, General Finance, 
Commercial Credit Corporation, Household Fi- 
nance and others. These companies issue notes 
or paper to produce funds for their own use. 
These obligations also have varing terms and 
may be purchased by maturity dates appropriate 
to the needs of the purchaser. 
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LONG-TERM FINANCING 


In moving to the second phase of this discus- 
sion, long-term financing, it is assumed that 
management has thoroughly evaluated the over- 
all need, soundness and desirability of some 
type of long-term financing. Agreement has been 
reached upon the factors of return an investment, 
cash flow over several years, product sales and 
markets, capital requirements, and all of the 
factors that go into estimating the wisdom of ex- 
panding an existent plant, constructing a new 
plant, acquiring another company, or of improving 
sales arising from a new product or line of pro- 
ducts. In other words, the decision has been 
made that long-term financing is needed. The 
next step is to decide what type of financing is 
suitable. 


Different businesses and different areas of 
industry have a variety of requirements. It is 
advisable, if the company is fairly large, to 
consult an investment banker who is constantly 
close to the market, knows interest rates and 
what type of security can be best sold. If a large 
issue must be sold in the open market, it is 
absolutely necessary to consult an investment 
banker to assure reliable guidance and distri- 
buiton. In a smaller organization it may be just as 
desirable to consult insurance companies, in- 
vestment houses, investment trusts, bank trust 
departments and charitable organizations with 
excess funds, which may be looking for oppor- 
tunities to finance land purchases, new build- 
ings, equipment and other facilities. 


Other sources of information are Public Account- 
ing Firms and Management Consultants. There 
are a number of Management Consulting Firms 
competent to assist management in analyzing the 
business effects of given actions. Especially 
qualified are those firms which have Market 
Research Departments. 


There are several major sources for capital 
funds: 


(1) Debt 

Mortgage, Notes and Bonds secured by the 
pledge of specific real estate properties, fa- 
cilities, etc. 


Debentures, Term Loans, ordinarily represent 
unsecured promises to pay. 


Rentals, including sale and leaseback con- 
tracts. 


(2) Equity 
Common Stock. 


Preferred Stock (a hybrid between debt and 
equity) Let us examine each of these mediums. 


1, DEBT FINANCING: 


(a) Notes or Bonds secured by mortgages or 
trust indentures. Notes secured by real estate 


or chattel mortgages are a desirable and con- 
venient financing device for small companies 
that are not sufficiently well known or of a size 
to seek funds in the public securities market. 
Small firms frequently are not well enough estab- 
lished to use as a source of funds public debt of 
the bond or debenture character. Notes secured by 
realestate mortgages generally have norestrictive 
provisions in them for reasons that the lender 
generally can recover his loan or investment from 
the value of the property pledged under the 
mortgage agreement. Therefore, the lender is not 
so vitally interested in restricting dividend pay- 
ments or in controlling working capital or in 
limiting debt ratio. Mortgage note financing need 
not necessarily require specific sinking fund or 
repayment arrangements. However, prudent man- 
agement suggests that a company should provide 
regular payments on an installment or amorti- 
zation basis to avoid a lump sum cash payment 
at a future maturity date when ability to pay or 
when refinancing may not be comfortably or 
economically arranged. 


(b) Bonds and Debentures. Bonds and deben- 
tures are excellent mediums for public debr 
financing by large, soundly established com- 
panies since substantial sums of money may be 
secured through a wide distribution to investors. 
There can be wide desirable variations in pro- 
visions, long or short-term in interest rates, 
etc. Debentures can be sold with provisions for 
convertibility into common stock at a later date 
on a specified and favorable price basis. This 
conversion provision may make them quite at- 
tractive to investors since the debenture com- 
bines the features of a debt obligation with the 
growth opportunities available to the common 
stockholders. The conversion permits companies 
that are not well known or whose growth potential 
is attractive to secure funds at a reasonable 
cost and to provide a means for converting the 
debt into equity on a favorable basis as growth 
occurs. However, both bonds and debentures as 
contrasted to real estate mortgage notes may have 
restrictive provisions with respect to dividends, 
working capital, etc. which may handicap a later 
issuance and sale of common and preferred stock. 


(c) Term Loans. Term loans, as the name in- 
dicates, generally are of shorter term than de- 
bentures and bonds and are payable to a limited 
number of lenders, one or a few banks or in- 
surance companies, whereas bonds and deben- 
tures frequently are distributed among hundreds 
or thousands of individual investors. Term loans 
are suitable for use of small or large companies 
and have certain flexibilities as to original nego- 
tiation and refinancing that may not be available 
in the cases of mortgage notes, bonds, deben- 
tures and other longer term contracts. 


(d) Rentals and Leasebacks. Leases involving 
fixed rentals over long periods basically are debt 
financing in that they represent contracts to pay 
fixed amounts at an established rate for a given 
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term. The sale of owned land, buildings and facil- 
ities followed by leasing, offers a form of finan- 
cing that may be advantageous to many concerns. 
Funds required for working capital and for other 
productive puposes may be released from in- 

vestment in ‘‘brick and mortar.’’ Ordinarily leases, 
whether they represent the mere rental of office 
or plant space, or whetherthey are: in fact the 

result of the sale of facilities and their lease- 
back, enjoy the common advantage of being 
treated in accounting practice as contingencies 
or commitments rather than as outright debt. As 
a consequence, the corporate debt ratio as re- 
flected on the balance sheet will not be adversely 
affected. 


2, EQUITY FINANCING: 


(a) Common Stock, of course, if the funda- 
mental equity form of financing. New corporations 
generally start with a basic common stock. The 
advantages of issuing common stock are: 


No specific obligation to pay principal, in- 
terest or dividends at a given date. 


Under certain conditions owners of common 
stock may have pre-emptive rights in instances 
where additional shares of common stock are 
issued thus permitting them to retain proportionate 
ownership of the company and to participate perf- 
erentially in the growth of a compny. 


Dividends can be reduced, eliminated, or in- 
creased from time to time as earnings and finan- 
cial ability to pay varies. 


Small corporations, can under specific con- 
ditions, hold earnings and pay no dividends to 
build up capital funds for expansion. However, 
this action must be carefully considered in 
closely owned companies. The Internal Revenue 
Department demands that such action is required 
for sound business reasons and is not a device 
of the owners to avoid the payment of higher per- 
sonal income taxes. 


Inthe case of a large company having listed stock 
and/or bonds, which are traded freely on the ex- 
changes, there are several major considerations 
that should be examined carefully before select- 
ing the type of financing needed: 


What are the pros and cons between debt 
and equity financing and the after-tax 
cost of the funds? 


What is the market price of the common 
stock and at what price can the new 
stock be sold? 


Will its issuance dilute the earnings per 
share of the stock outstanding and ad- 
versely affect its market price? 


(b) Preferred Stock — Preferred Stock is a form 
of fixed equity, having certain characteristics of 
debt or bonds. Preferred Stock claims against 
earnings and in liquidation come ahead of Com- 
mon Stock. Accrued, unpaid Preferred Stock 


dividends may accumulate during poor earnings 
periods, to such an amount that no dividends can 
be paid on the Common Stock for several years. 
This situation can prevent the sale of Common 
Stock at a time when funds may be needed, and, 
of course. depress the market value of the Com- 
mon Stock until dividend payments canbe made or 
resumed. Preferred stock may also have restric- 
tive provisions. The market for a company’s 
Common Stock may be low and the overall credit 
situation such that the company, in order to get 
financing, must resort to Preferred Stock. How- 
ever, it should be kept in mind that if Preferred 
Stock is issued, it is highly desirable to provide 
means to retire it under relatively favorable terms 
for the reasons outlined. 


A disadvantage of financing with stock, either 
Common or Preferred, as contrasted to debt 
financing is that interest on debt can be charged 
to expense, whereas dividend payments come out 
of earnings after taxes. Thus, dividends cost 
companies, with a 52% tax rate, almost double 
the cash pay-out that would result from interest 
on debt. Dividends on a 4% issue of Preferred 
Stock, paid out after taxes, is approximately 
equivalent to a cash pay-out of 8% interest on 
borrowed money. The conclusion, therefore, is 
that preferred sotck should be used only in selec- 
tive instances, as a substitute for debt, to fin- 
ance acquisitions, for unusual recapitalization 
purposes, etc. 


(c) Acquisition or Merger — The use of equity is 
a frequently used method for financing acquisitions 
and mergers. Many companies successfully fin- 
ance expansion from internal cash flow, earnings, 
depreciation, etc. However, growth may be 
hastened by acquiring or merging with other 
business. The business reasons for such a course 
are many: Product and know-how integration, 
either vertical or horizontal, may be the objec- 
tive. Diversification as to markets may be de- 
sired. Management strengthening may be involved. 
Successful large business units have greater 
ease and flexibility in financing than do smaller 
companies. Captive markets may be advantageous. 
A larger company may be able to allocate more 
funds to necessary research, advertising, devel- 
opment, etc. 


Perhaps the first evaluation to be made when 
considering a business amalgamation is its pro- 
priety from an anti-trust viewpoint. Will the 
acquisition or merger tend to lessen competition, 
restrain trade, or to create a monopoly? If so, 
the transaction may be illegal under the Clayton 
Act. Advice of legal counsel should, of course, 
be obtained. Although acquisitions may be made 
for cash or debt, acquisitions, as indicated above, 
are frequently made with the use of stock. Such 
transactions usually take one of the following 
three broad forms: 


1, Statutory Merger — A_ statutory merger 
brings into the surviving Corporation the merged 


corporation with retirement of the stocks of the 
merged corporation and the issuance, in its 
stead, of proportionate shares of the surviving 
corporation’s stock in accordance with agreed 
upon valuation ratios. Generally, these tran- 
sactions can be non-taxable to the shareholders 
of the selling corporation. There has been no 
capital gain or profit from the deal, and generally 
will not be until the newly issued stock is sold. 
A disadvantage, of course, is that the entire 
transaction must be completed in one overall ex- 
change and not in installments. It is necessary 
that a majority of the stockholders of each cor- 
poration approve by vote of the merger, which 
procedure is cumbersome. Also, a shareholder 
who objects to the merger may be entitled to ask 
for an evaluation appraisal of the stock he holds 
and demand that it be purchased by the new cor- 
poration. Such action may be costly and in any 
event cause undesirable delay in the consum- 
mation of a merger. In good sound merger pro- 
posals this is not necessarily a road block, but 
should be considered as a possible occurrence. 


2. Stock for Stock Acquisition — Generally 
a Stock for Stock Exchange is used by a larger 
corporation to acquire a smaller, closely-owned 
corporation. The stockholders of the latter 
firm may have decided that for management 
reasons or for business and financial considera- 
tions they want to be part of a larger corpora- 
tion. For example, the owners may want to 
avoid serious personal estate problems result- 
ing from lack of family management continuity, 
or from the tax need to dispose under forced 
conditions of the unlisted stock of their small 
company at possibly a great disadvantage to 
the beneficiaries, The stock of a larger company 
can (if listed) be freely traded on the exchanges, 
has depth of marketability, and if the exchange 
qualifies as tax-free, no tax need be paid ex- 
cept as shares of the acquired stock are actually 
sold, 


This type of trade, Stock for Stock, if essen- 
tially a 100% stock exchange, is non-taxable, 
to the seller, That is, he does not have to pay 
immediate capital gains tax (if any) until and 
as he sells shares of the newly acquired stock. 
The taxable gain, of course, would be based 
only upon the shares sold. In order for such 
“stock for stock” transactions to qualify as 
non-taxable to the seller, the buyer must give 
only voting stock in the exchange and the buyer 
must receive at least 80% of all voting stock 
of the acquired corporation. 


3. Stock for Assets — In a Stock for Assets 
acquisition, the corporate shell of the selling 
company remains after the sale of their assets 
to a larger corporation for stock. Broadly such 
a sale or exchange also can be tax free to the 
seller if the acquiring company purchases as 
much as 92% or more of the assets of the selling 
corporation. A favorable vote of the stockholders 
of both the selling and buying corporation may 


vary by states of incorporation and by corporate 
charters, or by-laws, 


An important advantage to the purchaser of 
this form of acquisition is that the corporate 
liabilities remain with the “corporate shell” of 
the selling corporation. In the instance of “stat- 
utory mergers”, the liabilities of both companies 
are transferred to the surviving corporations. 
In the “stock for stock” transaction, the liabili- 
ties in effect pass to the acquiring corporation. 
A “Stock for Assets” deal is merely a sale of 
assets. Therefore, if in considering an acqui- 
sition there are unresolvable hazards with respect 
to contingent obligations or liabilities, it may 
be desirable to use the stock for assets route. 
Even in this instance, however, an acquiring 
corporation may be liable for the debts of the 
selling corporation if the transaction contem- 
plates the immediate distribution of the pur- 
chaser’s stock to the seller’s stockholders, thus 
leaving the seller with no assets to satisfy 
creditors, 


In all of these acquisition transactions there 
are two fundamental problems, First, there is 
the basic business decision as to whether an 
acquisition is good economically for both the 
seller and the buyer. This involves appraisals 
of asset valuations, earnings, market value of 
shares, earnings or market dilution, management 
considerations, etc. The second problem arid 
perhaps the most critical is the tax effect on 
the seller and the purchaser, A primary tax ques- 
tion for thepurchaser is: Will the assets of the 
acquired corporation be transferred to the ac- 
quiring company’s books at an equitable valua- 
tion? Even though taxable to the seller, which 
will permit the assets to be written up and de- 
preciated for tax purposes, the additional de- 
preciation charges thus assumed may reduce 
the earnings realized from the acquired company 
to such an extent that the originally anticipated 
earnings may not be realized. 


It is essential that appropriate legal, tax and 
financial advice be available to both the buyers 
and sellers in instances of mergers of whatever 
character, It is also wise to secure an advance 
ruling from the Internal Revenue Department 
and possibly from the Securities and Exchange 
Commission in advance of effecting such mer- 


gers. 
CONCLUSION 


In conclusion, financing can be either short- 
term or long-term. In either case those in the 
budget department should have as their prime 
function the guidance of top management in 
making proper decision, It is not the function of 
the budget department to set policy. It is their 
function to accumulate, interpret and present 
alternative proposals with data and comments 
to aid management in selecting the course that 
will best serve the corporate needs and ob- 
jectives. 
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By: Frank McArthur 
Manager, Financial Planning 
and Cost Control 
Carter Carburetor 
Division of ACF Industries 
St. Louis, Mo. 


THE MANUFACTURING BUDGET 
as a TOOL of COST CONTROL 


Particular stress is placed onrealistic manufacturing budgets as an effective means 
of controlling costs. The basic principles of good factory budget procedures are 
reviewed and a detailed analysis of each significant point is presented. 


Shrinking profit margins, ever rising costs, 
and a worried economy make the establishment 
of a budgetary program a basic economic fact 
of life for Management today. The benefits lie 
in two primary field of business activity — 
directly in the planning and in the coordination 
and control phases. With this in mind, I will 
present the general principles of effective cost 
control and having established these prerequi- 
sites, I will outline the procedural steps which 
will insure the successful adoption of a Manu- 
facturing Budget. 


The underlying principles, which guide cost 
control policy are common sense principles, 
insuring a workable program and one which is 
acceptable to the manufacturing supervision, 
for it is these people, in the final analysis, 
who must put it to use, However, cost control 
can only be obtained by careful planning, by 
detailed analysis of methods, costs and ex- 
penses, by setting of obtainable levels of stand- 
ards and by informative and timely reporting 
of actual performance. If the cost of production 
is too high, the sales price must be set at a 
level high enough to recover that cost. Thus, 
the cost of manufacturing a product must be 
controlled at a level which permits the company 
to sell in competition with other manufacturers, 
No company can price itself out of the compet- 
itive market and at the same time expect to 
prosper. 


I have discussed cost control and the prin- 
ciples that govern any such system rather 
briefly. Now, I would like to list what I feel 
are prime requisites governing the success or 
failure of such a system, and then follow-up 
with a more detailed explanation of each of 
these points. 


There are six principles which must be com- 
plied with if your program is to succeed. 


1. Cost responsibility must be definitely 
assigned; 


2. Performance should be measured by engi- 
neered standards; 


3. Actual costs and production data must be 
adequate and accurate; 


4. Performance reports must be simple and 
prompt; 


5. Corrective action must be effective and 
prompt; and 


6. Follow-up must be organized. 
CONSIDERATION OF EACH PRINCIPLE 


First, cost responsibility must be definitely 
definitely assigned. Sound organization is a 
prerequisite for good control. Functions should 
be correctly aligned with reporting relationships 
direct. Supervisory workloads should be properly 
distributed with responsibility clearly defined. 
The cost responsibility should parallel the 
functional responsibility and assigned speci- 
fically to the Supervisor or executive who is 
directly responsible for each function involved. 
Each Supervisor having such cost responsibility 
should be held accountable only for those costs 
over which he has a reasonable amount of control. 


Second, performance should be measured by 
engineered standards, Standards by which cost 
performance is measured should be objective 
and forward looking. Historical costs do not 
entirely fulfill, this requirement, as conditions 
under which they are established often are not 
repeated. Moreover, if sights are not elevated 
above past performance, survival may not be 
possible in a competitive economy. Properly 
engineered standards should represent high 
level, but obtainable, performance under normal 


operating conditions. They should represent an 
improvement over past performance and should 
be established by the application of modern 
industrial engineering techniques whenever and 
wherever possible. Above all, standards should 
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be equitable. One hundred percent performance 
in a given element of cost should represent 
the same level of achievement in all cases, 
Standards must be acceptable to the Super- 
vision whose performance is to be measured, 
but, and I stress this point, not be controlled 
by him. Where possible, standards should be 
established for each controllable element of 
cost within each area of responsibility to assure 
comprehensive control. And, finally, standards 
should be maintained so that they are a true 
measure of performance at all times, They 
should be frequently examined, appraised, and 
if appropriate, revised to keep them fresh. It 
is the mark of a progressive operating manage- 
ment when a program of improvement in the 
form of a series of self<determined objectives 
for each controllable cost element for each 
segment of the organization is undertaken, 


Third, actual cost of production data must 
be adequate and accurate. The accuracy and 
effectiveness of performance measurement is 
dependent to a large extent upon the accuracy 
and completeness of cost and production data, 
Systems for collecting and summarizing such 
information require that actual costs be col- 
lected in accordance with a two dimensional 
pattern: by area of responsibility and by ele- 
mentof cost. The two element breakdown will pro- 
vide supervisors and management with adequate 
and practical cost segregation. Actual costs should 
contain the same ingredients as the standards by 
which performance is measured and should parallel 
authorized costs in all respects. 


Fourth, performance reports must be simple 
and prompt. A major objective of cost control 
is to develop cost consciousness throughout 
the management team. Effective cost reporting 
is the key factor in achieving this goal. Re- 
ports should “speak the language” of the re- 
cipient whether in graphic, tabular, or verbal 
form, and, unfortunately, this is not always 
the language of the financial analyst. 


Fifth, corrective action must be effective 
and prompt. The objective of the entire cost 
control program is to generate prompt and effec- 
tive action by correcting unfavorable conditions 
and generally improving cost performance 
throughout the organization. All the work in 
developing standards and reporting performance 
is to no avail if the operating organization does 
not utilize this information actively in achieving 
the company’s objectives. A preliminary anal- 
ysis of variations and unfavorable trends may 
be carried out by cost control or industrial 
engineering personne! within the organization. 
But, the final investigation of operating prob- 
lems which are reflected in poor cost perform- 
ance must be made by the operating supervisors 
and executives involved. They should be en- 
couraged to record events which affect perform- 
ance in order to facilitate this analysis. As a 
rule, regular cost meetings should be held for 


the purpose of reviewing performance, determin- 
ing proper corrective action, and for assigning 
responsibility for taking such action, Every 
effort should be made to spread the philosophy 
that these meetings are for the purpose of bring- 
ing constructive ideas to the surface and initia- 
ting action towards their adoption, 


Sixth, follow-up must be organized. Regular 
follow-up procedure should be instituted which 
normally takes the form of reports covering the 
proceedings covered by various cost meetings, 
the action taken as the result of those meetings, 
and progress against improvement programs 
previously initiated, 


I have enumerated what I feel are basic prin- 
ciples of good cost control. 


They provide a reasonable common sense 
approach to a major problem of management. 
Probably the most significant factor about these 
guide lines is that they do not require technical 
training to be understood or carried out, 


INSTALLING A BUDGETARY COST 
CONTROL SYSTEM 


I will now outline the major points to be con- 
sidered in the installation of a budgetary control 
system, It will become apparent as I proceed 
that, in effect, I am following the six common 
sense principles previously outlined. 


A proper budget system, and the obtainment 
of best results at least costs, is dependent on 
sound departmental organization structure, The 
budget development requires a system of re- 
sponsibility accounting which provides for 
distribution of expense to departments during 
the accounting period. A continuing educational 
program must be concurrently carried on with 
production personnel to insure their understand- 
ing and also to instill in them a measure of 
cost consciousness, 


It is not possible to anticipate all problems 
nor to spell out in advance exact budget proce- 
dural steps to be taken in the establishment of 
a manufacturing budget on a very broad basis, 
Basically, there are five major steps in the 
installation of a budgetary program, They are 
as follows: 


1. The selection of the budget base; 
2. The development of that budget base; 


3. The definition of manufacturing overhead 
and its complex make-up; 


4. The establishment of the levels for the 
budget; and 

5. The performance reporting system. 

I would like to expand upon these five steps 


in more detail attempting to cover what I feel 
are the major points in each, 
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THE BUDGET BASE 


The base for the budget is the yardstick by 
which variations in activity are measured, There 
are several factors that must be considered 
in the choosing of a budget base, 


l. There must be correlation berween the 
activity of the base and the expenses to 
be controlled. 


2. It should be understood by all personnel 
affected. 


3. It should be obtainable from regular ac- 
counting or statistical records, 


4. It should be determined without involved 
computation, 


And, finally, the base must be policed or 
audited to insure an accurate measurement. 


DEVELOPMENT OF BUDGET BASE 


Sales revenue, or the sales forecast, is the 
most common and probably the most important 
measurement of business activity. It is the 
base for over—all company planning, and al- 
though it may be adequate for the measurement 
of some of the administrative activities, it does 
not measure closely enough to the base of con- 
trol for productive departments. So, you must 
consider other possibilities, such as units of 
output, machine hours, direct labor hours, or 
direct labor dollars, Direct labor is probably 
the most favorable bases for production depart- 
ment budgets, as it is undefstood by the super- 
vision who will be most responsible for control 
of expenses since it represents tangible work- 
ers. Direct labor statistics are readily obtain- 
able from payroll and are automatically kept 
up-to-date. They are related to productive out- 
put and are generally used as the basis of appli- 
cation of overhead to product cost. 


Specifically, the definite purposes of the 
direct labor budget, or in terminology I am more 
familiar with, the labor bill, are to ascertain the 
number and kind of workers that will be nec- 
essary to execute the forecasted production 
program during the budget period as well as 
the labor cost of that production program. This 
type of budget will also provide a suitable basis 
for the measurement of direct labor performance 
and a control on these direct labor costs. 


MANUFACTURING OVERHEAD 


The selection and completion of the direct 
labor budget, provides the basis for the prepa- 
ration of the third segment of the budgetary 
system, ... The Overhead Budget. 

This residual part of the cost of manufacturing, 
which for practical reasons is not chargeable 
directly to the product, is broadly classified 
as overhead expense, It is a collective term 


which encompasses numerous elements of cost, 
such as, supplies, indirect labor and repairs, 
to mention only a few. 


In any highly mechanized industry, this cost 
component has become an increasingly large 
factor in relationship to the total cost of produc- 
tion. As the investment in machinery and equip- 
ment has grown, so also the relative importance 
of depreciation, maintenance, power, indirect 
labor and similar expenses have become corre- 
spondingly greater. The very nature of manu- 
facturing expense has rendered the budgeting 
and control of this cost element somewhat more 
difficult than the other production factors, In 
the first place, there are innumerable items of 
cost, each often of a small consequence at 
the point of application, each originating from 
different sources, and each requiring different 
methods and type of control. The second diffi- 
culty arises because responsibility for control 
is widely distributed throughout the organization; 
and third, the individual items of cost making 
up this composite called “overhead” behave in 
differing ways as the volume level of plant 
activity changes, 


The budget system, as applied to a manu- 
facturing operation is one which provides vari- 
able allowances to departments based on varying 
rates of production. It provides for more accurate 
expense control by predetermining allowable 
expense levels, It attempts to achieve this by 
recognizing that costs are composed of elements 
of fixed expenses, (those that vary with time), 
and variable expenses (those that vary with 
volume or the rate of activity). By considering 
the affects of changes in volume on the levels 
of expense, it provides a means of properly 
measuring results and allows management to 
pinpoint responsibility for performance. Basi- 
cally, the problems of budgeting manufacturing 
overhead expense are the same as those per- 
taining to direct labor costs. Specifically, the 
objectives are: 


1. To ascertain what expenditures will be 
required to provide the indirect materials, 
labor and services necessary for the execu- 
tion of the company’s forecasted production 
program; 


2. To provide information for setting over- 
head rates; 


3. To provide a means for controlling the 
variable costs. 


Manufacturing overhead expense can roughly 
be divided into three distinct elements: Fixed, 
Non—Variable, and Variable. The only pointed 
similarity between these elements is that their 
ultimate inclusion in the cost of the products 
manufactured is accomplished by means of ap- 
portionment rather than by direct charge. In 
other respects, they are entirely dissimilar. 
Before defining the three elements of manu- 
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tacturing expense, it must be made clear that 
the definition of these three elements is based 
on the assumption that the company is a going 
concern, Work stoppages will be of a temporary 
nature and a relatively firm level of operations 
can be anticipated. Therefore, under these basic 
assumptions, the following definitions have 
been established: 


Fixed Expense: 


Fixed Expense is that expense incurred as 
a basic cost incidental to the operation of a 
business which maintains physical assets, 
such as property, buildings, machinery and equip- 
ment. Such expenses are reflected as charges 
for depreciation and amortization, taxes and 
insurance on physical assets, and rentals of 
a permanent nature. 


Non-Variable Expense: 


Non—Variable Expense is that expense nec- 
essary to maintain the assets in a state of readi- 
ness for operation during periods wherein there 
exists no actual production of the product. 
This basis is known as “Ready for Operation” 
and includes the necessary manpower and other 
expense to maintain the physical assets and 
prepare the operation for reactivation of pro- 
duction on a short term notice. 


Variable Expense: 


Variable Expense is that expense which is 
incurred either in direct relationship to or an 
incremental relationship to the increase or de- 
crease in manufacturing volume. 


BUDGET LEVELS 


Now that we have explored the composition 
of that cost of manufacturing referred to as 
“overhead”, let us consider the manner in which 
we establish the budget levels. Generally, there 
are two ways of establishing budget levels for 
variable budgets: They are: (1) a step budget 
where an individual budget for specific levels 
of activity are developed; (2) a formulary type 
of budget where the relationship between the 
expense and the base is expressed in the terms 
of an equation. Undoubtedly, the most popular 
method is the formulary approach because it 
allows more flexibility and requires less effort 
in consultation with production personnel, I do 
not mean to imply that we are seeking a short— 
cut or are trying to avoid any cooperative effort 


with production personnel. However, the for- 
mulary approach requires the development of 
cost data at a single predetermined level of 
activity. A linear relationship will be used to 
express the variability of cost because of its 
simplicity. Only in rare cases will these straight 
lines impare the accuracy of results, Adjustment 
to the apparent relationship between historical 
cost and the control base will be made to cor- 
rect distortions caused by functional or ac- 
counting changes, seasonal or periodic distor- 


tions due to the nature of the type of expense, 
and finally, the influences of very low or very 
high levels of activity. In addition to these ad- 
justments, the final equation for the expense 
should consider that with control instituted, a 
reduction in the amount of expense would be 
probable and management’s policy in this re- 
spect should be applied in determining the 
final budget level. 


The resulting formula for each expense would 
be stated in its fixed and variable terms and 
would be of the form: 


Budget Authorization = Fixed Expense + (Vari- 
able Rate x Direct Labor Base) 


In those instances where relationships are 
so obscure that proper budget allowances can- 
not be determined through this analysis, then 
a bogey—allowance could be established by 
consultation with the department head and used 
until control can be established sufficiently 
in the results to be reflected in the accounts. 


REPORTING SYSTEM 


Having selected and developed a budget base 
to the point where it can be used as a guide 
in the establishment of the overhead expense 
portion of the budget, we must now consider 
the development of a reporting system that will 
enable management to review the progress they 
are making towards the company’s budgetary 
control objectives. Undoubtedly, the sagest 
piece of advice ever written in regards to the 
development of a manufacturing budget perform- 
ance report is “keep if simple”. Reports should 
be designed for each level of management they 
are to serve. They should be issued to each 
supervisor having cost responsibility promptly 
at the close of the period being reported, em- 
phasizing the extent and cause of major devia- 
tions from standard, thereby providing control 
by exception. Reports for department heads 
should summarize the performance of key sub- 
ordinates and, in addition, there should be an 
over—ail summary report for management. The 
reports should present cumulative as well as 
current performance. Charts and other graphical 
aids should be employed whenever and wherever 
possible to visualize performance trends and 
in certain cases performance should be drama- 
tized. In any event, if the reports are issued 
too long after the fact, control will be lost. 


SUMMARY 


On a broad general basis, I have outlined the 
procedural steps in the installation of a vari- 
able manufacturing budget. The selection of the 
budget base, direct labor; the development of 
the budget base into a labor bill; the definition 
of the overhead element; the determination of 
budget levels; and finally, the reporting system. 
But, yet, and naturally, there are many varia- 
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tions that can be applied to budgetary develop- 
ment work, and as I have previously stated, 
you must follow the basic cost control princi- 
ples and then tailor the exact details to your 
individual operational situations. 


In conclusion, it must be remembered that 
in order to effectively use the budget as a man- 
agerial tool for planning and control, it is imper- 
ative that the budget be developed on a sound 


and obtainable basis. To implement this, the 
information will have to be reasonable and 
accurate, incorporating realistic target objec- 
tives and attempt to reduce costs wherever and 
whenever possible. The principles of cost con- 
trol and the steps in budget installation outlined 
are proven methods that will enable manage- 
ment to effectively cope with the problems of 
today’s economy with its shrinking profit mar- 
gins and continually rising costs. 


NEWS ABOUT MEMBERS 


KENNETH P. LOCKE of the Detroit Chapter has 
been appointed to the position of Director of the 
Budget Division of the Detroit Edison Company ’s 
Control Department. KEN joined Detroit Edison 
in 1936 and has served in various accounting 
capacities, most recently as an assistant budget 
director. 


Good Luck to CARL O. WESSMAN who recently 
resigned his position with Harris-Seybold to 
accept the position of Budget Director at Armour 
and Co. in Chicago. Cleveland’s loss is Chicago’s 
gain. 


Chicago Chapter Newsletter Editor FRANK BE- 
SORE reports the following news about Chicago 
Chapter members: DICK THOMAS has accepted 
the position of Controller with Outdoor Advertising 
Association of America. KEN DeCELLES is now 
associated with Texas Instriments, Inc. in Dallas 
and will transfer his membership to the Dallas 
Chapter. R. A. STEVENS has become Controller 
of the Goldstein Millinery Co., Inc. 


Congratulations to GEORGE BARGE of the Phila- 
delphia Chapter on being elected a Director of 
Keasbey & Mattison Co., and also on being pro- 
moted to the post of Chief Financial Officer. 


We join the St. Louis Chapter in offering our 
congratulations to ALBERT AMEISS, formerly 
of Frisco R.R., on his new position as Comp- 
troller of the Jewish Hospital of St. Louis. 


The January issue of THE OFFICE magazine will 
contain an article written by our National Pres- 
ident, HAL MASON. The article is entitled 
““‘Budget Executives Help Themselves’’. Basic- 
ally, the article explains why the National Society 
for Business Budgeting was formed, and a brief 
description of how the chapters conduct their 
meetings on the theme of ‘“‘growth by partici- 
pation’’. He concludes his article with these 
lines......'‘We intend to go forward, but for the 
present, we are reasonably content to know that 
out chapters are the important thing and that they 
are helping budget men across the country be- 
come more professionally competent. They are 
helping themselves.’’ To:that, we can only say, 
Amen. 


KNOW YOUR OFFICERS 


Our National Vice-President DON BACON is a 
25 year man — not in NSBB — but with R.R. 
Donnelley and Sons Co., Chicago, Illinois. He 
has been Cost Clerk, Billing Clerk, Supervisor 
of Factory Ledger, Director of Budgets and Fi- 
nancial Forecastsand currently is Manager of 
Plant Accounting. 


DON is a graduate of the Universal School of 
Commerce, Kansas City and International Ac- 
countants Society in Chicago. 


He was a charter member of the Chicago Chap- 
ter of NSBB and has held all of its offices in- 
cluding President in the fiscal year of 1954-55. 
He was National Treasurer 1955-56; National 
Director 1956-58; and is currently National Vice- 
President. 


It has been through his guidance that the or- 
ganization has had the recent influx of new 
chapters, as he has been Chairman of the Chapter 
Formation Committee for the past two years. In 
addition to his national duties, DON has recent- 
ly been elected President of the newly formed 
Calumet Region Chapter of NSBB. 


DON is married and has 4 children — a daugh- 
ter, age 22, teaching school in Omaha; a son, 18, 
in the Marine Corps; a son, 14, in high school 
and a daughter, 9, in grade school. 


He owns, resides on andoperates a 125 acre 
dairy farm on a spare time basis. What ‘spare 
time’’ we want to know? 
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RESEARCH COMMITTEE TACKLES TEXTBOOK PROJECT 


In previous issues, the NSBB national Presi- 
dent has explained the organization and function 
of the various national offices and committees. 
The function of the Research Committee is to 
undertake research projects as assigned by the 
President and the Executive Committee. Since 
September 1, 1955, the entire effort of the Re- 
search Committee has been directed to the prepa- 
ration of a college textbook on business bud geting. 


HISTORY OF TEXTBOOK PROJECT 


The exact origin of the textbook idea is not 
known, but the proposal for a textbook project 
was made at the national conference held in 
Indianapolis in May, 1955. The need for such a 
book had come up almost simultaneously in the 
activities of several Chapter Education commit- 
tees who were making efforts to introduce or 
improve budget courses at nearby colleges and 
universities. The official proposal for the book 
was made by the Milwaukee Chapter, which had 
the backing of the schools of Commerce at the 
University of Wisconsin and Marquette Univer- 
sity, after it had successfully started budget 
courses in both schools. E. G. Mauck, the incom- 
ing National President for the 1955-56 fiscal 
year, appointed Dewey Borst(Milwaukee Chapter) 
as chairman of the National Research Committee 


RESEARCH COMMITTEE 
DUANE R. BORST - CHAIRMAN 


NATIONAL 
COMMITTEE 
MEN 

AT 

WORK 


with the specific assignment of working on the 
feasibility of preparing a textbook with material 
contributed by members. A committee was ap- 
pointed and it selected an editor, Dr. Knight of 
the University of Wisconsin, 


SUBSTANTIATING THE NEED FOR A TEXTBOOK 


The first order of business for the new commit- 
tee was to establish whether there was a need 
for a textbook. Accordingly, with the help of 
Dr. Knight, a survey was made of the textbooks 
available in 1955. The Committee’s conclusions 
were as follows: 


1. Present budgeting textbooks are essentially 
mechanical and technical in nature, They are 
aimed primarily at the Accounting student, and 
fail to approach budgeting from the management 
planning and control standpoint. 

2. These books concentrate too much on work 
papers and details and not enough on the breadth 
and scope of complete planning and control and 
the recognition that there is no one best solution 
to a problem. 

3. Available texts are handicapped by the ex- 
perience limitations of the authors, resulting in 
narrow, specialized approaches to budget tech- 
niques. 

4. Above all, available texts failed to contain 
many contemporary budget techniques and prac- 
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tices and gave little or no attention to the auxil- 
iary uses and benefits of budgeting and its inte- 
gral part in the management process, 


The Committee survey was made in 1955 before 
several new texts were published, including an 
excellent book by Glenn A. Welsch of the Univer- 
sity of Texas, However, the Committee has con- 
cluded that the NSBB textbook can make a valu- 
able contribution to the literature of our field 
worth the effort required to complete the project. 


RESEARCH COMMITTEE CONDUCTED EXTEN- 
SIVE SURVEY IN 1956-1957 


During 1956-57, the Chicago Chapter Research 
Committee (M. Fors, Chairman) conducted an ex- 
tensive survey of the 100 largest schools of busi- 
ness in the United States to verify the assumption 
that there was a need for better text material on 
budgeting. 75% of the schools contacted answered 
the questionnaire, The significant results of the 
survey follow: 


1, The question receiving the greatest majority 
(67 to 0) deale with emphasis on budgeting as a 
management tool, 

2. Emphasis on philosophy and concepts in- 
stead of techniques and work papers was favored 
58 to 8. 

3. Opinions about the adequacy of current texts 
were inconclusive, but the majority felt additional 
text material about budgeting is needed, espe- 
cially in the area of case studies and problems. 

4. Many deans and department heads added 
comments to the questionnaire, indicating enthusi- 
astic support of the Society in the textbook pro- 
ject. 


DETERMINING HOW TO WRITE THE TEXTBOOK 


Once the need for a textbook was clearly es- 
tablished, the next step for the Committee was to 
determine a method of approach to the job of 
actual writing. Several meetings of the Commit- 
tee were necessary before any semblance of agree- 
ment could be reached on the content and the 
student level at which to aim the textbook. Many 
helpful letters and verbal opinions were given 
us by NSBB members and faculty members of 
Commerce schools in the chapter areas, Proposals 
for subject matter ran the gamut from sales fore- 
casting and standard cost accounting to return 
on investment and direct costing . Views on the 
student level varied from a prerequisite of ac- 
counting majors of Junior or Senior standing to 
a wide open appeal to students majoring in en- 
gineering, law, marketing, and others planning 
to pursue business careers as well as business 
school majors. Most of the first year was spent 
in establishing the need for the textbook, and 
hammering out a working outline. A draft of the 
working outline was completed and adopted by 
the Committee by the end of the first year. 


It was decided to aim the book primarily at 
accounting and business school students, with 


the door left open to engineers and others, The 
Board of Directors approved this method of ap- 
proach at its Septerber, 1956 meeting in Appleton, 
Wisconsin and voted unanimously for a textbook 
rather than a handbook format. 


WRITING OF MANUSCRIPTS - OPERATION 
FISHNET 


The job of obtaining manuscripts was started 
in 1956 and is still continuing. Each chapter was 
asked to appoint a textbook representative to 
sparkplug the activity in his chapter and act as 
liaison with the main Committee. The net was 
cast over the whole sea in an effort to catch 
enough pearls of budgeting wisdom to serve as 
the basis for the textbook. Operation fishnet 
took almost two years to complete and the re- 
sults were disappointing. While we did receive 
a number of good manuscripts that will be useful 
as source material, Dr. Knight reported that the 
editing job would be too difficult to produce a 
textbook in this fashion. The Committee proceeded 
to shift gears toward a highly controlled approach 
centering around the editor and the Committee. 
We now feel the Committee must spell out the 
outline, approach, and philosophy of the whole 
textbook to the person, of group, assigned to 
write each section of the book. This is now being 
done in the preparation of the Sales Budget Sec- 
tion by the Chicago Chapter Research Committee. 
If this method works out, other Chapters can 
participate in the same way, subject to the limi- 
tations of time and distance on communications, 


WORKING OUTLINE 


In order that all members may be conversant 
with the outline for the text book, we are pub- 
lishing the working outline showing chapter titles 
as they are presently contemplated. The publi- 
cation of this working outline in no manner re- 
stricts the Committee to confine their activities 
to exactly the order in which the outline is pre- 
sently constituted. Furthermore, title changes, 
substitution or deletions of chapters or sections 
as listed remains the perogative of the Committee. 


WORKING OUTLINE 
FOR TEXTBOOK ON BUSINESS BUDGE TING 
AS OF NOVEMBER 1, 1958 


Preface 
Section 1. The Concept of Budgeting 
Chapter I The Functions of Management 
Chapter II Accounting, Cost Account- 
ing and Budgeting 
Chapter III Basic Elements in A Budget- 
ing Program 
Section 2. Budgeting Techniques 
Chapter IV _ History and Development 


Chapter V 
Chapter VI 
Chapter VII 
Chapter VIII 


Bud geting Sales Income 
Bud geting Other Income 
Variable Budgets 
Production Budget 


Chapter IX Manufacturing Expense 
Bud get 
Chapter X\ Distribution Budgets 


Chapter XI Budgeting Administrative 
Departments 

Engineering Budget Prob- 
lems (incl, Development) 
The Profit and Loss Tests 
Balance Sheet Budgeting 
The Master Budget 
Break-Even Analysis 
Special Applications of 
Break-Even Analysis 


Chapter XII 


Chapter NXIII 
Chapter XIV 
Chapter XV 
Chapter XVI 
Chapter XVII 


Section 3. Control and Reports 


Chapter XVIII 
Chapter XIX 


Principles of Communication 
Philosophy and Principles of 
Report Structure 


Section 4. 


Chapter XX _ Capital Expenditure 
Chapter XXI_ Return on Investment 
Chapter XXII Long Range Planning 


Economics and Special Applications 


PLANS FOR COMPLETION OF TEXTBOOK 


Dr. Knight and Walter Bunge have completed 
the first three chapters dealing with the Concept 
of Budgeting. With the concept and philosophy 
of budgeting well staked out in Section 1, we 
feel confident that Section 2, Budgeting Tech- 
niques, can proceed in an orderly manner, as 
follows: 


1. The editor and Committee will settle on a 
detailed outline and precise contents of each 
chapter. 

2. Using available manuscripts, the editor, or 
selected writers designated by the Committee, 
will draft the chapters in Section 2. Case studies 
and needed research will be assigned to in- 
terested and capable volunteers under close 
supervision of the editor and committee. 

3. Final drafts and continuity will be done by 
the editor, with the assistance of the Committee. 


Work on Sections 3 and 4, covering Control 
and Reports, and Economics and Special appli- 
cations, will not require the close coordination 
needed for Sections 1 and 2. Work is progressing 
well on these topics by several of our top experts: 


Bill McGuire (Milwaukee) Long Range Planning 

Clarence Benedict (Detroit) Return on Invest- 
ment 

Visch Millar (Philadelphia) Case Study of 
Complete Budget 

Jerry Schraa (Milwaukee) Principles of Commun- 


ication 


L. Zastrow (Milwaukee) Reporting Program 
Chuck Holsteen (Mi/wauvkee) Capital Expenditure 
Planning & Control 
Break-Even Analysis 


PUBLICATION DATE SET FOR 1960 


The Committee is confident that the book can 
be completed within two to three years, if we 
obtain the cooperation and active support of the 
NSBB members. From time to time, we have re- 
ceived feelers and offers of assistance from well 
known publishers, Their offers have been ac- 
knowledged, but we have decided to wait until 
a substantial section of the book has been com- 
pleted before resuming negotiations. 


Ernst Krell (Mi/waukee) 


We sincerely wish to thank all of the members 
who have made a contribution so far. The fact 
that the submitted manuscripts may not be used 
in whole or in part, or have been used as back- 
ground material by someone else, should not be 
misunderstood, Editing problems made this situa- 
tion unavoidable, but the value of these contri- 
butions is in no way diminished. 


CONCLUSION 


The Committee pointed out in its first progress 
report (September 16, 1955) that this project 
was a long range undertaking, requiring a mini- 
mur of three years. Although the project is be- 
hind schedule, the log jam now seems to be 
broken, and the path ahead appears to be rela- 
tively clear, Undoubtedly, time was lost by our 
efforts to give everyone in NSBB a chance to 
contribute. We are convinced that much worth- 
while material was obtained by this approach 
that will contribute to the breadth and scope 
of the textbook, However, the only practical 
course open to the Committee appears to be a 
dependence in great degree on the editor, and 
a few men selected by the Committee. These 
men, writing the bulk of the book, will receive 
the aid of highly qualified individuals who will 
undertake special assignments in the last two 
sections, 


If you know of a capable individual or group 
who may be willing to work on one of the text- 
book topics, please contact the Research Com- 
mittee. Here, aS in a good business budget, the 
success of the project will depend upon the energy 
and hard work of a lot of people plus the vital 
ingredients of coordination and integration to 
join the individual parts into a well balanced 
and smooth running whole, 


NATIONAL RESEARCH COMMITTEE 


D. R. Borst, Chairman (Chicago) 

Dr. W. D. Knight, Editor (Milwaukee) 
Walter Bunge (Chicago) 

Clarence Benedict (Detroit) 

Don Cartland (Chicago) 

J. Schraa (Milwaukee) 
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NEW MEMBERS 


JOHN P. DEDON, Asst. Budget Director, Archer 
Daniels Midland Co., Minneapolis 23, Minn. 

DONALD C. EIDE, Budget Analyst, Archer 
Daniels Midland Co., Minneapolis 23, Minn. 

ANDREW J. HIEFTJE, Corporate Budget Dir- 
ector, Lear, Inc., Grand Rapids 2, Michigan 

FREDERICK S. COWAN, Controller, Atlas E-E 
Corp, Woburn, Mass. 

LYLE R. BOTRUFF, Plant Acctg. Mer., Wol- 
erine Tube, Dearborn, Mich. 

W. R. McCARTY, Budget Administrator, Cannon 
Electric Co., Anaheim, Calif. 

LAWRENCE S. MASTER, Public Accounting Work, 
Welenken & Master, Louisville, Kentucky 

ADRIAN H. WINKLER, Schlage Lock Co., San 
Francisco, California 

ALFRED FE. BOBST, Jr., New York Telephone 
Company, Albany, New York 

VIRGIL HILTNER, Superior Dairy, Inc. Canton, 
Ohio 

HAROLD F. HOLDER, Otis Engineering Corp, 
Dallas, Texas 

JAMES P. GANNON, Asst. Controller, Goebel 
Brewing Co., Detroit, Mich. 

FRANK S. MAC, Budget Manager, Wolverine Tube, 
Div. Calumet & Hecla, Inc., Allen Park, Mich. 

LESLIE J]. FARRINGTON, Management Consul- 
tant, Arthur Young & Company, Sunland, Calif. 

J. CURRIE, GIBSON, Professor of Accounting, 
University of Wisconsin, School of Commerce, 
Madison, Wis. 

ARIE M. KRAAYEVELD, Supervisor of Budgets, 
Fairbanks, Morse & €o., Beloit, Wisconsin 

CHARLES E. ZINSMASTER, Budget Director, 
The Parker Pen Co., Janesville, Wisconsin. 

JOSEPH G. NAGRO, Mer — Budget Control, M.W. 
Kellogg Co., New York, New York 

IVER T. LINDQUIST, Director of Forecasting, 
Avon Products, Inc., New York, New York. 

JOHN M. LEAVENS, Executive Director, Citizens 
Budget Commission, Inc, New York, N.Y. 

HOWARD T. HEUN, Control Officer, Continental 
Can Co., Inc., New York, New York 

S.S. CHILDS, Budget Manager, Johns-Manville 
Corp, New York, New York. 

JOHN A. ABBRUZZESF, Supervisor of Budgets, 
Metal & Thermit Corp, Rahway, New Jersey 

EDWARD A. BUTLER, Budgets & Costs Mer., 
SKF Industries Inc., Philadelphia, Pa. 
JOHN S. TUCCI, Asst. to Budget Director, Tri- 
angle Publications, Inc., Philadelphia, Pa. 
WILLIAM L. STRONG, Budget Director, Con- 
solidated Freightways Inc., Menlo Park, Calif. 

GORDON R. HANKINS, Financial Acctg. Super- 
visor, Day-Brite Lighting, Inc, St. Louis, Mo. 

LYLE E. HUMISTON, Acctg. Mgr., Ralston 
Purina Co., Davenport, Iowa 

LORNE R. WAXLAX, The Toni Co., St. Paul, 
Minn. 

JESSE HARVEY CLARK, Senior Accountant, 
Arthur Andersen & Co., Atlanta, Georgia 

CHARLES W. KESSLER, CPA, Price Waterhouse 
&Co., Atlanta, Georgia 


JOHN T. FISHER, Asst. Auditor, Schmidt Litho- 
graph Co., San Francisco, California 

G. T. JONES, Planning Mgr, Allstate Insurance 
Co., Denver, Colorado 

RICHARD I. KIELY, Accountant, The Dow 
Chemical Co., Denver, Colorado 

ALBERT BUTLER, Controller, Kistler’s, Denver, 
Colorado 

JUDSON W. DeLANY, Controller, Gaston Photo 
Service, Atlanta, Georgia 

EUGENE E. TRIMMER, Supervisor of Budgets, 
Youngstown Kitchens, Div. of American-Stand- 
ard, Salem, Ohio 

SIDNEY KRONENBERG, Budgetary Control Sup- 
ervisor, Maremont Automotive Pro, Inc. Chi- 
cago, Illinois 

THOMAS S. DUDICK, Budget Director, Allen B. 
DuMont Laboratories, Inc., Clifton, N.J. 

J. DONNELLY FELTON, Budget Director, Per- 
sonal Products Corp, Milltown, New Jersey 

RALPH F. GRIFFITH, Jr. Internal Auditor, 
Merck & Co., Inc., Rahway, New Jersey 

A.M. MacKINNON, Budget Director, Warner-Lam- 
bert Pharmaceutical Co., Morris Plains, N.]. 

WILBUR F. SHEA, Planning Mgr., Allstate Insur- 
ance Co., Murray Hill, New Jersey 

JOHN P. WOOD, Budget Director, Federal Pacific 
Electric Co., Newark, New Jersey 

ARTHUR C. RITTER, Budget Accounting-Clerk, 
M.F. Patterson Dental Sup. Co., St Paul, Minn. 

GEORGE M. OSBORN , Staff Accountant, Peat, 
Marwick, Mitchell & Co., Minneapolis, Minn. 

CLAUDE D. VANNOY, Controller-Asst. Treas., 
International Resistance Co., Philadelpia, Pa. 

HARRY D. REIFF, Jr., Budget Mgr., The Budd 
Co., Philadelphia, Pa. 

WILLIAM D. MERRITT, Mgr. Budget and Control 
Colgate Palmolive Co., Berkeley Hts., N.J. 
JOHN J]. ORMSBY, Mgr. Budgets and Analysis, 
Standard Brands, Inc. New York, New York 
KENNETH H. WANDERER, Controller-Chemical 

Divs., Food Mach. & Chem. Corp, New York, 
New York 
JOHN F. WOOD, Jr, Asst. Director of Control, 
Mutual Life Ins. Co. of New York, N.Y. 
WILLMAR ].MADDEN, Senior Budget Accountant 
Investors Diversified Ser., Inc., Minn., Minn., 
RUSSELL E. PARMENTER, Secretary-Treasurer, 
Nu-Way Corp, Rock Island, Illinois 
DONALD DEVERNE PETTIT, Asst. Comptrol- 
ler, Servus Rubber-Co., Rock Island, Illinois 
RICHARD F. FRIEDMAN, Budget Director, Calavo 
Growers of California, Los Angeles, Calif. 
JACK W. BULLOCK, Mgr. Management Controls 
Dept., Peat, Marwick, Mitchell & Co. Chicago 
CLIFFORD H. KUEHN, Budget Director, R.R. 
Donnelley & Sons Co., Chicago, Illinois 
RICHARD W. NOPPER,Mgr.ofCost & Budget 
Depts., L.O.F. Glass Fibers Co., Toledo, Ohio 
WARREN S,. LITTLE, Raytheon Manufacturing 
Co., Waltham, Mass. 
CLARK L. STEWART, Mfg. Budget Director, 
Oliver Corp., Chicago, Illinois 
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FOX RIVER VALLEY CHAPTER 


Edward L. Anderson 
Burgess-Norton Mfg. Co. 
Geneva, Illinois 


William F. Berg 
Comb ustion Engineering, Inc. 
Chicago 22, Illinois 


John J. English 
lectric Co. 
ellwood, Illinois 


Omer F. Glotzbach 
Jefferson Electric Co. 


Bellwood, Illinois 


Arnold Bailleu 
St. Charles Manufacturing Co. 
St. Charles, Illinois 


Frank Besore 
R. R. Donnelley & Sons Co. 
Chicago, Illinois 


George R. Morton 
Automatic Electric Co. 
Northlake, Illinois 


Frank C. Stolfa, Jr. 
Illinois Tool Works 
Elgin, Illinois 

Douglas D. Sullivan 
Elgin National Watch Co. 
Elgin, Illinois 

Robert A. Swenson 


Automatic Electric Co. 
Northlake, Illinois 


P. V. Maltby 
Moline Malleable Iron Co. 
St. Charles, Illinois 


Walter A. Verbeck 
International Harvester Co. 
Chicago, Illinois 


CHAPTERS 


aboard, gentlemen. 


JOLIET-KANKAKEE CHAPTER 


Mark C. Carnahan 
sages Co. 

Div. of Union Carbide Corp. 
Chicago, Illinois 


Richard C. Kocher 
Caterpillar Tractor Co. 
Joliet, Illinois 


Paul J. Horschler 
Phoenix Mfg. Co. 
Div. of Union Tank Car Co. 


Joliet, Illinois 


Robert M. Timmermann 
A. O. Smith Corp. 
Permaglas Div. 
Kankakee, Illinois 


M. Rex Easterling 
Caterpillar Tractor Co. 
Joliet, Illinois 

James A. Miller 


David Bradley Mfg. Works 
Bradley, Illinois 


Rober N. Patterson 
David Bradley Mfg. Works 
Bradley, Illinois 


Wesley T. Head 

U.S. Army-Ordnance 
Ammunition Command 
Joliet, Illinois 


Edward K. Smith 

General Mills, Inc. 
Kankakee, Illinois 
Adrien M. Richard 


George D. Roper Corp. 
Kankakee, Illinois 


Joseph F. Rosich 
Joliet-Bridge & Construction Co. 
Joliet, Illinois 


Numbers 27, 28 and 29 in our chapter line-up are now official. 
Listed below are the chapters and Charter members. Welcome 


KALAMAZOO CH APTER 


Robert A. Miller 
K. V. P. Co. 
Kalamazoo, Michigan 


Lloyd V. Dixon 
The Upjohn Co. 
Kalamazoo, Michigan 


George FE. Kinas 
The Upjohn Co. 
Kalamazoo, Michigan 


Bernard C. White 
Sutherl and Paper Co. 


Kalamazoo, Michigan 
Arnold A. Behlin 
Albion Malleable Iron Co. | 


Albion, Michigan 
James L. Snyder oma 
Albion Malleable Iron Co. 
Albion, Michigan 
Douglas M. Jeannero 


Gerber Products Co. 
Fremont, Michigan 


Charles A. Long 
Lear, Inc. 
Grand Rapids, Michigan 


Joseph C. McCarthy 
Michigan Carton Co. 
Battle Creek, Michigan 


Ronald O. Hutchinson 
The Upjohn Co. 
Kalamazoo, Michigan 


Charles C. Terwilliger 
General Foods Corp. 
Battle Creek, Michigan 


Robert B. Wetnight 
Western Michigan Univ. 
Kalamazoo, Michigan 


Roy T. Kieft vee 
A. M. Todd Co. “ae 
Kalamazoo, Michigan 
Glen C. Warman bi 


Lear, Inc. 


Grand Rapids, Michigan 
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LOUISVILLE CHAPTER 
President’s Report on Four State Meeting 


This year’s meeting took place on November 
7, and judging by the response of our visiting 
friends and our local members, the meeting turned 
out a success. 


The program included President Hal Mason 
with a talk on ‘‘The Case for Budgeting by Prod- 
uct and Sizes’’ as the main attraction listed for 
five o’clock. Ahead of that program, we put a plant 
visitation at G.E.’s Appliance Park at 2:15 p.m., 
and we followed Hal Mason’s talk with refresh- 
ments and dinner and settled down again at 7:30 
pem. for an excellent panel on ‘‘My Company’s 
Approach to Budgeting for Profits,’’ moderated by 
Hal Mason, in which the following participated: 


Charles P. Reynolds, Jr., Trailmobile, Inc. 
Cincinnati, Ohio 

Gustav S, Klippel, Allison Div., General Motors 
Corp., Indianapolis, Indiana 

Edwin M. Patterson, Cochran Foil Corp. 

Louisville, Kentucky 

Frank McArthur, Carter Carburetor Div. of 
ACF Industries, St. Louis, Missouri 

Paul R. Jacoby, P. Lorillard Company 
Louisville, Kentucky 


Hayden Heaphy, our N.S.B.B. member at General 
Electric’s Appliance Park, had not only arranged 
a plant visitation, but he had mobilized a first- 
string team of specialists to answer all of the 
questions our N.S.B.B. members from the Ohio 
Valley chapters threw at them. Questions on in- 
ventory control, scheduling control of labor hours, 
data processing, and on co-ordination of factory 
and office record procedures were answered with 
equal expertness. 


Then, Hal took us inside the S. C. Johnson 
Wax business and showed us how they maintain 
tight planning and keen profit mindedness by dis- 


HEAR YE! 
HEAR YE! 


SPECIAL CHAPTER AFFAIRS 


tributing all costs, including selling and adver- 
tising overheads, right to the sizes of the different 
S.C. Johnson product lines. 


After dinner, we heard Chick Reynolds de- 
scribe the very clear budget system maintained 
by Trailmobile, which is based on establishing 
complete profit responsibility throughout the 


V/ Z 
| 
4 
/ 
uf 
¥ 
28 


manufacturing plants and distribution branches, 
to the head office. The system is controlled to a 
great extent by transfer prices from one level to 
the next. 


The report of the automotive equipment manu- 
facturer was followed by Paul Jacoby’s account 
of budgeting in a cigarette company. His report 
stressed control of costs against fixed selling 
prices and volume changes. 


From cigarettes, we went to Allison engines, 
on which Gus Klippel told the story. Allison, 
which has a large amount of defense business, 
sets prices on standard volume, not actual vol- 
ume. The unusual feature about Allison is that 
two budgets are worked out and presented si- 
multaneously. One is based on standard volume. 
and the other is based on an index, which rep- 
resents the current expectation of business, Gus 
Klippel stated the famous General Motors motto 
that “‘budgets must be difficult to attain, but 
possible to achieve.’’ 


Allison was followed by Carter Carburetor, whose 
story was told by Frank McArthur. Key men are 
the plant analysts, centered around technical men 
on the factory floor who report to the Manager of 
Financial Planning. The important feature turned 
out to be that the budget targets are used strictly 
as controls and are known, on a weekly basis to 
all people involved. The unit is dollar costs per 
hour. 

The wind-up man was Ed Patterson of Cohran 
Foil. Cochran Foil seems somewhat of an ex- 
ception in that Cochran started budgets a few 
years ago when business was excellent, and the 
clear purpose of budgeting was planning for growth. 
The Budget is used altogether as a current man- 
agement control report, which covers operations, 
sales office by sales office, product line by prod- 
uct line, customer by customer, using depth 
analysis all the way through. 


SEMINAR SPONSORED 


The Chicago Chapter of NSBB sponsored a 
seminar on November 11, 1958 at the St. Clair 
Hotel in Chicago, with twenty Chicago chapter 
members participating. 


The subject of the seminar, ‘‘Planning a Profit 
and Loss Forecast’’, proved to be a controversial 
and timely subject. The participants actively dis- 
cussed the various methods and approaches used 
in assembling, reviewing and approving a profit 
and loss statement. 


The discussion leaders, A. Gerald Avant — 
Illinois Tool Works, and John Garrett — Inland 
Steel Company, frequently called on volunteers 
to present their approaches to particular facets 
of the profit and loss forecast. 


Comments made to the discussion leaders and 
seminar chairman after the completion of the dis- 
cussion were very gratifying. 


We of the Chicago Chapter strongly urge all 
fellow chapters not yet sponsoring seminars for 
their membership to do so, as we are confident 
the results will be identical to ours. 


MARQUETTE UNIVERSITY BUSINESS FAIR 


Milwaukee Chapter participated in the Mar- 
quette College of Business Administration 
Business Fair held at Brooks Memorial Union on 
December 10, 1958 from 9:00 AM to 5:00 PM, The 
purpose of the Business Fair was to give students 
the opportunity to discuss with business repre- 
sentatives, opportunities that exist in the var- 
ious fields of business. NSBB sponsored an in- 
formation booth. This was their second year of 
participation in this program and those who par- 
ticipate feel that this is a fine opportunity to 
further the objectives of NSBB. We agree. 


1, Financial Forecasts 
department budgets 


pense Budgets. 


appreciated by mailing directly to — 


Wanted — Case studies on the matter of handling variances arising from three major categories: 


2. Manufacturing Overhead — productive and service 


3. Administrative or Office Department Overhead Ex- 
Material on all or any phase or reference to textbook or available published articles will be greatly 


C. H. Eckelkamp, Budget Director 
Combustion Engineering, Inc. 

200 Madison Avenue 

New York 16, New York 
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BRIDGEPORT CHAPTER 


MONTHLY MEETINGS: 
MEETING LOCATION 
TIME... : 
INFORMATION...... : 
TELEPHONE........ 


CALUMET CHAPTER 


MONTHLY MEETINGS: 
MEETING LOCATION : 
INFORMATION...... 
TELEPHONE........: 


CANTON CHAPTER 


MONTHLY MEETINGS: 
MEETING LOCATION : 


INFORMATION......: 
TELEPHONE,.......: 


CHICAGO CHAPTER 


MONTHLY MEETINGS; 
MEETING LOCATION : 


INFORMATION...... 
TELEPHONE........ 


CINCINNATI CHAPTER 


MONTHLY MEETINGS: 
MEETING LOCATION : 
: 
INFORMATION......: 
TELEPHONE...... 


CLEVELAND CHAPTER 


MONTHLY MEETINGS: 
MEETING LOCATION ; 
TRB, 
INFORMATION...... : 
TELEPHONE,....... : 


DALLAS CHAPTER 


MONTHLY MEETINGS: 
MEETING LOCATION ; 
TIME, : 
INFORMATION ...... 
TELEPHONE...... 


DAYTON CHAPTER 


MONTHLY MEETINGS; 
MEETING LOCATION : 

TIME. : 
INFORMATION...... : 
TELEPHONE. ee? 


DETROIT CHAPTER 


MONTHLY MEETINGS: 
MEETING LOCATION : 
g 
INFORMATION,..... 
TELEPHONE........ : 


HART FORD CHAPTER 


MONTHLY MEETINGS: 
MEE TING LOCATION : 


INFORMATION...... : 
TELEPHONE,.......: 


HOUSTON CHAPTER 


MONTHLY MEETINGS: 
MEETING LOCATION : 

TIME, : 
INFORMATION, 
TELEPHONE........ : 


INDIANAPOLIS CHAPTER 


.: 6:30 Dinner 7:15 


MONTHLY MEETINGS; 
MEETING LOCATION : 
TIME, 
INFORMATION...... : 
TELEPHONE,.......: 


LOS ANGELES CHAPTER 


MONTHLY MEETINGS: 
MEETING LOCATION : 
TIME. 
INFORMATION,..... : 
TELEPHONE........: 


CHAPTER MEETINGS 
DATES and LOCATIONS 


Fourth MONDAY 
Stratfield Hotel - Bridgeport, Connecticut 
Dinner 6:30 Meeting 7:30 
Leonard Perrini - Raybestos Div. - Raybestos Manhattan, Inc. 
EDison 7-3341 (Stratford, Conn.) 


Third THURSDAY - September thru May 
Phil Smidt & Sons - 1205 Calumet Blvd. - Hammond, Ind. 
600 Dinner 6:30 Meeting 7:30 


: Donald Bacon - R. R. Donnelley & Sons Co. 


CA 5-2121 (Chicago, Ill.) 


Second WEDNESDAY - September thru June 
Onesto Hotel - Canton, Ohio 

Meeting 8:15 

DeWitt C. Cox - Timken Roller Bearing Co. 
GL 3-4511 - Ext. 571 (Canton, Ohio) 


First THURSDAY - September thru May 
St. Clair Hotel - 162 E. Ohio Street - Chicago, Ml. 


690 Dinner 6:30 Meeting 7:30 


A. B. Slaters - Signode Steel Strapping 
AR 6-8500 (Chicago, Il.) 


Fourth TUESDAY - September thru June, except December 
Netherland Hilton Hotel - Cincinnati, Ohio 

600 Dinner 6:30 Meeting 7:30 

Paul D, Coons - Emery Industries, Inc. 


: DU 1-5700 (Cincinnati, Ohio) 


First WEDNESDAY - September thru May, except December 
Cleveland Engineering & Scientific Center - 3100 Chester Ave. 


: 600 Dinner 6:30 Meeting 7:30 


Francis J. Brennan - Central National Bank 
TO 1-7800 - Ext. 693 (Cleveland, Ohio) 


Fourth THURSDAY - September thru May, except December 
Adolphus Hotel - Dallas, Texas 
6:30 Dinner 7:00 Meeting 8:00 


: W. J. Lasater - Oilwell Supply Div. - U. 8S. Steel Corp. 
: RI 7-8921 (Dallas, Texas) 


Second TUESDAY 


Dinner 6:00 Meeting 7:00 
Chariton Messick - The Duriron Co., Inc. 
CL 4-5344 (Dayton, Ohio) 


First MONDAY, except January 13 and February 3 
Fort Shelby Hotel - Lafayette at First Street - Detroit, Mich. 
600 Dinner 6:30 Meeting 7:30 


: Roman Dodyk - Vickers, Inc. 


TO 8-5100 - Ext, 292 (Detroit, Mich.) 


Second MONDAY or WEDNESDAY - September thru June 
Burritt Hotel - New Britain, Connecticut 


+: 600 Dinner 6:30 Meeting 7:30 


John F. McDonnell - Landers, Frary & Clark 
BA 9-0351, Ext. 135 (New Britain, Conn.) 


Second THURSDAY 
Ben Milam Hotel - Houston, Texas 
6:00 Dinner 6:30 Meeting 7:15 


: D. G. Browning Jr. - Texas Instruments 


JA 6-1411 (Houston, Texas) 


First TUESDAY - September thru June, except November 


Fireside Restaurant - 522 E. Raymond Street - Indianapolis, Ind 
: 6:30 


G. 8. Klippel - Allison Div, of General Motors 
CH 4-1511, Ext. 2688 (Indianapolis, Ind.) 


First THURSDAY - September thru June, except January 8th 
Rodger Young Auditorium - Los Angeles, California 

Dinner 7:00 Meeting 8:00 
G, A, Koll - McCulloch Motors Corp. - 6101 Century Blvd. 
OR 4-2320 (Los Angeles, California) 


LOUBVILLE CHAPTER 


MONTHLY MEETINGS: 
MEETING LOCATION : 
TEER, : 
INFORMATION...... : 
TELEPHONE........ 


MILWAUKEE CHAPTER 


MONTHLY MEETINGS: 
MEETING LOCATION : 
TIME, : 
INFORMATION ...... : 
TELEPHONE........ : 


First THURSDAY, except January 

Bill Boland - 3708 Bardstown Road - Louisville, Kentucky 
600 Dinner 6:30 Meeting 7:30 

Frank Judd - Brown & Williamson Tobacco Corp. 

SPring 8-2731 (Louisville, Kentucky) 


Third THURSDAY - September thru June, except May 
Plankington House - Plankington & Michigan - Milwaukee, Wis. 
600 Dinner 6:30 Meeting 7:30 

R. H, Bennett - Cutler-Hammer, Inc. 

BR 1-7800, Ext. 2436 (Milwaukee, Wis.) 


NIAGARA FRONTIER CHAPTER 


MONTHLY MEETINGS: 
MEETING LOCATION : 
: 600 Dinner 6:30 Meeting 7:45 
INFORMATION...... 
TELEPHONE........ : 


Fourth MONDAY - September thru June 
Has not been established 


Howard C. Gibson - Hooker Chemica! Corp. 
BU &-6655 (Niagara Falls, N. Y.) 


NORTHERN NEW JERSEY CHAPTER 


MONTHLY MEETINGS: 
MEETING LOCATION : 
TIME, 
INFORMATION ...... : 
TELEPHONE........: 


NEW YORK CHAPTER 


MONTHLY MEETINGS: 
MEETING LOCATION : 


TIME, 


: 5:30 Dinner 6:15 
INFORMATION ...... : 
TELEPHONE..... coo? 


Third THURSDAY - September thru May, except December 
Townley Restaurant - 580 North Avenue - New Srunswick, N. J. 
5:30 Dinner 6:30 Meeting 7:30 

George D. Wilson - Johnson & Johnson 

KI 5-0400, Ext. 365 (New Brunswick, N. J.) 


Third TUESDAY - September thru June, except December 
Williams Club - 24 East 39th Street - New York, N. Y. 
Meeting 7:00 

W. A. Hall - Underwood Corporation 

ORegon 9-3400 (New York, N. Y.) 


PHILADE LPHIA CHAPTER 


MONTHLY MEETINGS: 
MEETING LOCATION : 
INFORMATION ...... : 
TELEPHONE........: 


Third MONDAY - September thru May 

Hotel Sylvania - Locust & Juniper Streets - Phila., Pa. 
600 Dinner 6:30 Meeting 7:30 

David M, Stadler - RCA Service Company 

WOodlawn 3-8000, Ext. PY5369 (Camden, N. J.) 


ROCKY MOUNTAIN CHAPTER 


MONTHLY MEETINGS: 
MEETING LOCATION : 


TIME, 
INFORMATION...... : 
TELEPHONE........: 


Fourth TUESDAY 

American Legion - 1370 Broadway - Denver, Colorado 
6:30 Dinner 700 Meeting 8:00 

Jack Watson - United Airlines 

DE 3-7744 (Denver, Colorado) 


ST, LOUIS AREA CHAPTER 


MONTHLY MEETINGS: 
MEETING LOCATION : 
THER. 3 
INFORMATION...... 
TELEPHONE,.......: 


SAN DIEGO CHAPTER 


MONTHLY MEETINGS; 


MEETING LOCATION : 


TIE. 
INFORMATION ...... : 


TELEPHONE... 


Second TUESDAY - September thru May 

Congress Hotel - 275 Union Bivd, - St, Louis, Mo. 
600 Dinner 6:30 Meeting 7:30 

William B, Groll - Chase Bag Co. - 5033 Southwest 
PR 1-3535 (St. Louis, Mo.) 


Fourth TUESDAY, except December 

Admiral Kidd Commissioned Officers Mess - Harbor Drive 
600 Dinner 6:30 Meeting 7:30 

Ralph Kulk - The Marston Company 


. : BElmont 2-4211 (San Diego, California) 


SAN FRANCISCO-BAY AREA CHAPTER 


MONTHLY MEETINGS: 
MEETING LOCATION : 


TIME. 


TRI-CITIES CHAPTER 


MONTHLY MEETINGS: 
MEETING LOCATION : 
TIME......... 
INFORMATION ...... 
TELEPHONE........ 


TWIN CITIES CHAPTER 


MONTHLY MEETINGS: 
MEETING LOCATION : 
TIME...... 
INFORMATION...... : 
TELEPHONE........: 


Third WE DNESDAY - September thru June 
Villa Chartier - San Mateo, California 


: 6:15 Dinner 700 Meeting 8:00 
INFORMATION,..... 
TELEPHONE........: 


Albert E, Ellison - The Pacific Telephone & Telegraph Co. 
EXbrook 9-2114 (San Francisco, California) 


Fourth TUESDAY - September thru May, except December 
The Tower - 30th Ave. & 7th Street - Moline, [linois 

6:00 Dinner 6:30 Meeting 7:30 

Neil Denen - lowa-Illinois Gas & Electric Co. 

DAV 7-3211 (Davenport, lowa) 


Third or Fourth THURSDAY, except December 

Rotates 

5:30 Dinner 6:30 Meeting 8:00 

D, E. Henderson - Minneapolis Honeywell Regulator Co. 
FE 2-5225 (Minneapolis, Minn.) 


KP: 
4 
SAE bike 
(> 
as 9 9 
° 
LR 
4 
\ 


2% 
& 
> 
3 
a 


V. E. Kowalsky 
General Chairman 


MAY 21, 22, 1959 
MINNEAPOLIS 
“City of Lakes” 


HOTEL LEMINGTON 


The General Committee regrets the outburst of Old Nokomis in the lost issue. It wil! not happen 


agoin as Old Nokomis is back on the reservation. 


D. E. Henderson 
Publicity Chairman 


Hilda Ricks 


1959 CONFERENCE 


Stenographer 
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